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--- On resuming at 10.00 a.m. 


THE CHAIRMAN ; We will proceed with Dr. 
. Ferguson who is coming before the Committee on behalf 
of the Connaught Laboratories. Mr. Rice? 
MR, RICE: Dr. Ferguson, will you come 
forward. 
--- DR. K. FERGUSON, Director Connaught Medical Research 
Laboratories comes forward. 
MR. RICE: Dr. Ferguson, for the purpose 


of whe record will you state your full name. 


DR, FERGUSON : James Kenneth Wallace 
Ferguson. 

MR, RICE: What is your profession? 

DR, FERGUSON : I am a medical doctor and 


professor in the University and Director of the 
Connaught Medical Research Laboratories. 

MR. RICE: From what university did you 
graduate? 

DR. FERGUSON: Graduated from the University 
of Toronto in medicine in 1932. 

MR. RICE: And subsequent to graduation, 
did you do any post graduate studies or work? 

DR. FERGUSON: Yes, I did post graduate 
studies in phsyiology before graduating and obtained 
a M.A. degree, and afterwards studied at Cambridge 
University, and after that I was professor, or 


assistant professor of physiology in the University of 
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Western Ontario, and after that Ohio State University. 
L.came back to Toronto as an assistant professor in 
the Department of Pharmacology. 

MR. RICE: Can all the members of the 
Committee hear Dr. Ferguson? 

What is your position with Connaught 
Laboratories? 

DR. FERGUSON : L.am the director ofthe 
Laboratories. 

MR. RICE: How long have you held that 
_position? 

DR. FERGUSON: For five years. 


MR. RICE: Were you associated with the 


Laboratories prior to that time in some other capacity? 


DR. FERGUSON: I had no connection with 


the Laboratories before that. I was professor and 


head of the Department of Pharmacology at the University. 


MR. RICE: I understand, Doctor, you have 
a brief that you would like to deliver to this 
Committee. 

DR. FERGUSON : Yes sir, I have a paper on 
the general activities of the Laboratories if they 
wish to hear it. 

MR, RICE: Will you proceed? 

DR. FERGUSON: Mr. Chairman and gentlemen. 

The Connaught Medical Research Laboratories 


do not operate as an independent corporation. They 


are a part of the University of Toronto. Their purpose 
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is to conduct medical research and to manufacture and 
distribute medical products with special emphasis on 
those which are important for programs of public health. 
They are also an important instrument of postgraduate 
education at the most senior level. ee een an 
tially self-supporting, the Laboratories have long 
been recognized as an in institution of public service. 
They are administered by a committee of the Board of 
Governors of the University known as the Connaught 
Committee. Like other members of the Board of 
Governors, the members of the Connaught Committee serve 
without remuneration and with the public interest as 
their prime concern. 

With this brief orientation, we may proceed 
to examine the Ae nae of the Laboratories which 
effect the price of drugs in Ontario. This is the 
main emphasis of this presentation. In doing so, the 
history of the Laboratories and some of their Pod uases 


functions will be brought into perspective. 


Range of Activities 

The substances with which we in Connaught 
are mainly concerned are: antitoxins, vaccines, insulin. 
and other glandular extracts, liver extract, heparin, 
human serum proteins, and penicillin. These are known 
as biological products. ; They are biologically 
produced chemicals as distinct from synthetically 
produced chemicals. The difference is sometimes a 


little hard to draw exactly, but they are two main 
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groups of chemicals which are distinct in their 
origin. Biologicals have been A Sul lilraresthe 
Object of a great volume of medical research, much of 
which is supported by. benevolent research foundations 
or government grants. Synthetic chemistry on the 
other hand has been more the field of private industry. 

Ifol mayodigress:foria moment , one of the 
reasons for that is that synthetic chemistry in the 
early days of the 19th century was largely pioneered 
by the great Oye and Chemical works in Germany and 
Europe and so they got a head start there. 

I mention this distinction to explain the 
development of some of our institutions and nae 
customs. Because many biologicals have been dis- 
covered or invented in non-commercial laboratories, 
not all by any means, but many, there has often been 
av lagi in their development: and use’ on a large scale, 
particularly when the commercial advantages of 
exploitation seem dubious. 

I might just expand on that a little bit. 

We have a discovery. Wherever it is and what ever 
class it belongs to, if it has a really clear and 
pharmaceutical application, there is no trouble about 
getting it exploited and developed commercially. But 
it is a bit doubtful sometimes and we see some cases 
that might nb have any commercial advantages. There 


may be a long time before it is applied to any practical 


use. 
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In many instances, as we shall see, 
Connaught has pioneered the large-scale production of 
such items. Asan example of this kind of Suowabednd, 
LT’ can state that we are at the present time spending 
a great deal of energy and money on developing the 
production of and testing live poliovirus vaccine which 
may or may not offer substantial advantages over Salk 
vaccine. That is one of the reasons why the 
commercial exploitation is lagging a bit. I am not 
just sure there is Behe to be a great commercial 
advantage here at all. 

I gerieve that it is fair to say that we are 
as far advanced as any laboratory on this continent 
in the large-scale production of live poliovirus 
vaccine. The Governors of the University have 
authorized the Vavee expenditures required by this 
program, not because they expect financial returns, 
but: because Connaught can and therefore should, do this 
kind of pioneering in the interest of the Canadian 
public. 

Now, starting bi the specific classes of 
products in which we are interested, the seven classes 
of medicinals listed above have very different 
commercial aspects and patterns of use, so that we 
should consider each class separately. We can start 
with the antitoxins. The first name of the Connaught 
Medical Research Laboratories was the Antitoxin 


Laboratory in the Department of Hygiene of the Universit 
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of toronto. It was officially established in 1914 
specifically to make antitoxins and vaccines, which 
were badly needed, expensive, and not made in Canada. 
We read.in the first annual report of Dr. J. 4G. 
FitzGerald the first Director, that, "The fundamental 
idea underlying the project was the production of all 
sera and vaccines of value in public health work and 
their distribution at cost. It was Sen eck that the 
active cooperation of public health authorities in 
Canada would be obtained and this has in large measure 
been realized." That was in 1914. The importance 
of research was also emphasized in the first report, 
not only for the evaluation and improvement of products, 
but as an aid and inspiration to medical education 
in public health. 

Dr. FitzGerald was a mana infectious 
enthusiasm and of great personal charm who inspired his 
colleagues and deeply impressed many Sacks of the 
Board of Governors of the University of Toronto. 

Among these was Colonel Albert E. Gooderham, who was 
also a member of the Central Executive Committee of the 
Canadian Red Cross Society. The onset of the first 
World War brought the Red Cross Society into the market 
for some of the products of the little laboratory, which 
was now overwhelmed by demands for its products. 

Colonel Gooderham saw the inadequacy of the quarters 


in the sub-basement of the medical guilding from which 


Dr. FitzGerald was trying to fill urgent orders of the 
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armed services and the Red Cross Society, and he did 
something Seine, 

We actually.see these quarters right across 
the street and for many years I was in charge of them. 
They were in the Sub-basement of that big building 
there and I can assure you they were hardly fit to 
house animals, let alone an active laboratory. 

However, Dr. FitzGerlad started in with what he had 

and made the best of it. Colonel Gooderham did 
something about this state of affairs. With his own 
funds he bought a 50-acre farm, built and equipped a 
laboratory on it and presented all this to the Universit 
for the use of the Antitoxin Laboratory. At his 

request the new facilities were called the Connaught 
Laboratories, a name which was later applied to the 
whole organization. 

Antitoxins were the wonder drugs of the first 


two decades of the century. Now they are declining 


in medical importance and very unattractive commercially 


Very few, if any, were patented. For various reasons 
there were some public opinion that patenting of 
medical products was unethical and immoral and many 

of these were developed, the antitoxins, and University 
Departments and other non- a ape ae 

Perhaps as the result of this, but mostly as a result 
of their low price and the difficulty of manufacturing 
them, most firms on this continent have stopped making 


them. The main source of supply now is from state 
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laboratories and institutions of public service like 
Connaught. A few firms in England amin Europe 

seem to be able to make and sell antitoxins at a profit 
on the world market. We are not in that position. 

We cannot do it. But because we believe that anti- 
toxins will be needed for some time to come and because 
we feel that they should be made in Canada, we have 
recently devoted considerable sums to research on how 
to make them! imore efficiently. 

Tne next class of substances are the vaccines. 
They are very different both medically and commercially 
from antitoxins. 

Vaccines are in a different class, medically 
and commercially, from antitoxins. They are more 
interesting in both respects. Their commercial 
interest ia less in Canada than in the U.S.A. because 
most of the important vaccines are bought by die naeat en 
Departments of Health and distributed free to all 
doctors, as a measure of public health in preventive 
medicine, Newer and better vaccines are being 
introduced every year. Some have appeal and sales 
potential for special groups such as industries, or 
geriatric practitioners, or pediatricians. Patenting 
of vaccines used to be rare, but is now becoming more 
common. Salk vaccine was not patented because its 
development was largely financed by ene National 
Foundation for Infantile Paralysis. Improvements on 


Salk vaccine have, however, been patented by several 
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-LLrms ; Broadly speaking, the market for vaccines 
tends to be chaotic, subject as it is to shortages 
and surpluses dependent on the occurrence or absence 
of epidemics, which are unpredictable. 

In the field of vaccines as in that of anti- 
toxins, it is public knowledge that the price policies 6 
Connaught have enabled the Canadian public to have new 
and important vaccines like Salk vaccine from the very 
keginning at prices considerably below those prevailing 
in the United states. There often occurs, however, an 
ironic twist to the price situation. When a new 
technique becomes well-known many firms start 
producing. Overproduction inevitably occurs. Prices 
fall catastrophically. Producers with high standards 
of quality and high overhead because of research are 
forced out of business by cheap producers with low 
overheads. This has happened to Connaught with many 
products, because our operation has a large research 
overhead and our standards of quality are very high. 
We accept these situations, a little bitterly sometimes, 
but with the realization that we should concentrate on 


pioneering, not on destructive competition. 


(Page 971 follows) 
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Insulin 

Insulin is a much more orderly product than 
any vaccine. The demand from year to year is relatively 
predictable. The way in which its production and 
distribution was controlled by patents held by the 
University of Toronto was almost utopian. It demonstrate 
that patents on drugs need not work against the public 
interest if they are administered in a Kiet kesias ate 
intelligent manner. It was with great reluctance that 
Dr. Banting agreed to apply for a.patent. He was one 
of those doctors -- there are still many -- who thinks 
it's immoral to have a patent on drugs but he was 
finally persuaded to do so because on knowing the 
situation, there is just nothing else to do about it 
if we wanted certain objects to be obtained. The 
deciding considerations were probably the following: 
(1) Without a patent there would be no effective 
control over the quality of the potentially dangerous 
new drug. At that time there were no government 
laboratories which could do the necessary assays. 
In fact, the method of doing the assays had not even 
been developed. (2) Without a patent, there would 
be no way to ensure that someone else might not obtain 
a patent which might hinder the generous use of his 
discovery. The patent was assigned to the University 
of Toronto and administered in such a manner that the 
proceeds were devoted to medical research. This was 
important because there was literally no money for 


medical research in Canada at that time. There was 
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no money to even support Dr. Banting in the first 
years of his activities, as is reported in his various 
biographies. 
That the patents which were administered 
by the Insulin Committee of the University of Toronto 
were not used to maintain prices, is shown by the 
steady decline in price to the user from 1922 to 1942. 
In 1922 the price of a common daily dose, 
41.e. 20 units, was $2. In 1932 it was 10 cents. 
In 1942 it was less than 5 cents. The price has not 
increased since! I wonder if there is any other 
commodity or service of which that could be said? 
This astounding situation has been the result of 
steady improvement in efficiency of production due 
to continuous research, the benefits of which were 
passed on to the consumer. The research still continues, 
because the cost of every factor in production is still 
increasing. Only increased efficiency can keep the 
price steady. 
The retail price of insulin in Canada today 
is about 35 percent lower than in the U.S.A., as 
far as we can tell. This differential is not due 
entirely to the efficiency or benevolence of Connaught. 
It is due to the co-operation of many groups and persons. 
In the first place, retail druggists operate ona 
smaller margin with insulin than with other drugs. 
In the second place, the meat-packing companies have 
always co-operated by selling pancreatic glands to 


Connaught at considerably lower prices than they could 
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get by exporting them. Perhaps we should also acknow- 
ledge the co-operation of the Minister of Finance, 
who doesn't levy a sales tax on this particular drug! 

Mr. Chairman, might I ask if the field of 
Sales tax on drugs has been aired in this Committee as 
yet? 

MR. CHAIRMAN: Not as yet. 

MR. FERGUSON: Few people will deny that Canada was lucky 
to have Connaught when insulin was discovered. 
Connaught in turn was lucky to have insulin. The 
steady predictable revenues from insulin allowed a 
development of staff and research which has been the 
envy of similar institutes of public service, like 
the Lister Institute and the Wright-Fleming Institute 
in England. Wright-~Fleming Institute was where 
penicillin was first discovered. Only the great 
Pasteur Institute in Paris has done as well or better 
in financing its own development. 

The Connaught Laboratories recognize a great 
responsibility for the welfare of some 150,000 
diabetics in Canada who are dependent for their lives 
on daily doses of insulin. A stockpile of insulin 
crystals, sufficient for more than three years! supply, 
is dispersed in three widely separated localities. 
With the co-operation of the Provincial Department of 
Health, elaborate and rather expensive arrangements 
have been made to disperse equipment needed for the 
filling and shipping of insulin in case the Laboratories 


are destroyed by hostile action. 
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recent example. The Connaught Laboratories were the 
first to market a mutliple vaccine against diptheria, 
tetanus, pertussis and polio. We knew that others 
would soon do the same. We obtained a patent to secure 
our right, and that of others, to market our product. 
We have made no claims on other firms who are now 
selling a similar vaccine. 
Other Glandular Products 

Over the years the Laboratories have pioneered 
in providing a number of other life-saving glandular 
extracts during the early phases of their introduc- 
tion to medical practice. These included adrenocortical 
hormone, the lifesaver for persons with Addison's 
disease; and corticotrophic hormone for collagen 
diseases, and arthritis and asthma. Adrenoeortical 
hormone was made obsolete by cortisone and its 
synthetic relatives. They also eclipsed corticotro- 
phic hormone. These two glandular products might be 
called short-term successes. Certainly for a few years 
there was a great demand for and a severe shortage of 
corticotrophic hormone, better known as ACTH. The 
preparation had to be rationed and allocated by a 
committee of the National Research Council. Connaught 
played an important part in alleviating the shortage. 
Soon, however, the demand slackened, and for various 
reasons, Connaught was unable to retain any substan- 
tial share of the diminished market. 

One prefers naturally, to talk only about 


successes, but it should not be forgotten that Connaught 
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has had its fair share of disappointments and failures. 
All too many researches were continued for many years 
with great hopes from time to time only to end in 
disappointment. Some are still going on. There are 
also the embarrassing limited successes; products 
which are useful occasionally for rare emergencies, or 
unusual infections. We feel obliged to keep these in 
supply. In this respect we are not different from other 
firms who do the same thing, although they are a 
financial burden. Not quite in this class, but 
embarrassing in its own way is the story of liver 
extract. 

In 1928 Drs. Minot and Murphy in Boston 
discovered that eating liver in rather large amounts 
would cure pernicious anemia,a fatal disease. A race 
ensued to concentrate the active principle. No 
patents were involved, as far as I know, and for many 
years Connaught was well up with the leaders.: Eventually 
we supplied an extract of exemplary purity but the 
price was high. Others could sell a good-enough 
product for a lower price. Strangely enough, we re- 
tained a share of the market on grounds of quality. 

We still retain it in spite of another development, 
namely the discovery of vitamin >)5 which is the 
active principle against pernicious anemia, and is 
recovered as a by-product in the manufacture of certain 
antibiotics. 


Heparin 
In the early 1930's, Dr. C.H. Best, who was 
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then an Associate Director in the Connaught Laboratories, 
stimulated some of his colleagues to investigate the 
production of heparin, a substance which prevents the 
coagulation of blood. Heparin had been discovered and 
named many years before by Professor Howell in Baltimore, 
but it was merely a scientific curiosity. This is an 
example of what I was saying before about something that 
is potentially useful, discovered in a non-productive 
institute non-exploited because both its use and its 
commercial value were dubious because of its high price. 
To.make a,long story short, processes were discovered 
to produce heparin in commercial quantities from 
beef lung, and patents were taken out by Connaught. 
They proved to be of rather limited value, however, 
because for many interesting reasons, heparin did not 
come into use on a large scale until most of the 
patents had lapsed! Now it. is made all over the 
world. Argentina is a major supplier because. beef 
lungs are cheap there. So failing to benefit 
Connaught very much, the introduction of heparin did 
start a world-wide industry! 
World War II 

Then came the second World War and 
Connaught was called upon to multiply its efforts 
in all directions. From a figure of about 200 before 
the war, the number of persons on the staff increased 
eventually to more than 900. At this time the 
Laboratories began experimenting, again due to the 


stimulus of Dr. Best,with the drying of human serum 
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and plasma, and developed an association with the 
Canadian Red Cross Society which has persisted. The 
Red Cross Society collected the blood and the 

Connaught Laboratories processed the serum or plasma. 
Before the war was over, the Laboratories had processed 
more than two million blood donations into 500,000 
bottles of dried serum or plasma for the armed services. 
Government grants for direct expenses supported the 
project in large part. Another example of where the 


Government comes in here and there. 


Penicillin 


In August 1943, the Dominion Government re- 
quested the Connaught Laboratories to undertake 
production of penicillin. It was needed by the 
armed services and was quite unobtainable. Already 
operating in the Banting & Best Department of Medical 
Research was a pilot plant sponsored by the National 
Research Council so that persons with experience, know- 
how, were available. For the large-scale production, 
the Government in effect provided the equipment and 
a cost plus contract. This lasted for just a few years 
and later the equipment was sold to Connaught. 

Similar arrangements were made by the Government with 
the firm of Ayerst, McKenna & Harrison in Montreal. 
Merck & Company also established a small plant in 
Montreal a little later. Thus at the end of the war, 
there were three Canadian laboratories making penicil- 
lin from primary ingredients by fermentation. Later 


Merck & Company built a large fermentation plant in 
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Valleyfield, Quebec, for the production of penicillin 
and streptomycin. The three plants between them had 
ample capacity to supply the needs of Canada. Soon, 
however, world surpluses of penicillin began to 
accumulate. Imports of penicillin and streptomycin 
forced prices down to disastrous levels, disastrous 


from producers! point. 


---(Page 981 follows. ) 
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The Ayerst fermentation plant.was closed in 


1954. The Connaught plant was closed in 1956, and the 


Merck plant in 1960. Now there is no primary manufacture 


of penicillin in Ganada. Secondary manufacture does 
continue, using unfinished imported penicillins. One 
wonders what would happen to Canadian supplies of this 
essential drug if a war in Europe stopped exports to 

us from Europe, and if at the same time, the government 
of the United States decided to stockpile all available 
penicillin! Such an unpleasant possibility makes 

us in Connaught very unwilling to yield to competition 
smal ie case as easily as we have in others. We are 
struggling to maintain some manufacture of penicillin 
and to keep some fermentation operations going. We are 


vontinuing to do research on penicillin. Maybe we will 


discover a better penicillin. There are some interesting 


possibilities here. If wa.don't, thelprospect:"ts:dis- 
couraging. After the war the drying of human’ blood 
plasma was continued, using outdated blood supplied 

by the Canadian Red Cross Society. By that I mean 
blood which is kept aimonth and can't be used any more 
for transfusions. In this way, whole blood which could 
no longer be used was converted into a product which 
was not quite as beneficial as fresh whole blood, but 
which was nevertheless very useful in emergencies. At 
the same time, our scientists were noting carefully 
the progress which was being made at Harvard University 
on methods of separating the various components of 


human plasma. One component in particular, gamma 









7 
Old kw .8aCt bt Se nok mh 
| seiieetonom —Esritte on gt -ahedd wo ORCL 1a tiasG of ia 7 if 


geob oxddeatwcen yksbhon ee sabanap ad dXurbstiveg Yo J. @ 












en | .aatls loinsa bedttocel painleDnd gnilaw cabelnace 4 


| 
| eld Io esliqque calbériad od waegqued biwow tedw avaimow 
| oy Bivoaxs beddeta Sqauvk ol aw & TD geese [sliasses 
mS 
Snemi~mevon adc .smit Suge eft ts tt bes ~egomee worl ee ; 
Safidelisvs {is oftgadoots ot hehloed setaeT7e Bestia edi BW \, 
sovem Viillalesegq sasgseliqui! wa dew tntiiioineg 
fsigivaqmos o7 histy of antlitway yaev Jtguennod ol ey 
915 3W. .atenitea af sven sw Ace viltese ge seen sidd AP 
atitteotnsg Yo sivwsosTunipa anode clédniom OF gating | : 
| Ste AW _.nciop anottsieqs ap tteeneuwre? spod @oou of Dae | 
& | at 
[iiw ow says ui((hloineg no soapenst of of gilunténeg 
akivesuelnl smoe-cis siedt .aiiiioineg tsetted 2 seveoalsS i 
“Af ef toeqsoug! att. tanehuew 91 sae aptittrdtenog 
Sooid centr 36 gyi omy asw oft seetA wtgrurad 
. ; 
! , : 
| baliqque bools hegsbino malew , Seuntdaoo eae sreal@ 
igem I dad y= Vvistone saciid baa wethace) at? <a 1 
stom Yas bay od t'nso Sas ddgoms tqeol et Hotew Sootd . 
Siuos doliw booly elLorw yaw eidd alt enc Lau tenssd* to0% ; 
fie tdw' touborg s ott Sednevnos caw beau ed seynol on i 
Sud erie siotw deat? as mead es artup baad 





sien ae om ar ; inns e 
see Sa ie Aeag 


: = 7 . os 













jt 


I 











al 


ANGUS, STONEHOUSE & CO. LTD. Ferguson 982 


TORONTO, ONTARIO 


globulin, suddenly became the focus of interest when 
it was shown that injections of this substance could 


protect persons exposed to infection by polivirus from 


oe, 


contracting the disease. During the postwar years 
Canada, as many will remember, experienced several 
devastating epidemics of paralytic polidmyelitis. With 
some method of combatting these epidemics now 

in sight, the Department of National Health and Welfare, 
with the cooperation of the Provincial Departments of 
Health, the Red Cross Society and the Connaught Labor- 
atories, organized a national project to supply gamma 
globulin on a large scale using blood collected for 

the purpose by the Red Cross Society. Production of 
gamma globulin had just reached its planned peak 

when Salk vaccine became available. Interest in 

gamma globulin subsided rapidly. It is still useful, 
however, for the prevention or alleviation of a variety 
of ailments and production continues at a reduced rate, 
again making use of outdated surpluses of blood supplied 
by the Red Cross. A number of other components of. 

the outdated plasma are also being separated and put 

to good use. These include serum albumin and fibrinogen. 
From fresh blood supplied by the Red Cross, we 

are also producing anti-hemophilic globulin, a substance 
which restores normal clotting power to the blood of 
persons who gustan from the hereditary hemmorrhagic 
disease calied hemophilia. This is being produced 

on a ae ae small scale, given back to the Red Cross 


and distributed free to the sufferers of this disease. 
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Research on these and other components of human plasma 
ha being pursued very energetically. Some explanation 
of the sources of revenue of the Connaught Medicaa 
Research Laboratories may now be attempted. The most 
important of course, is the sale of products. 
Connaught, however, does not have a single salesman! 
The foregoing sketch of our products has made it 
clear that we must have some methods for distribution. 
Apart from direct sales to governments in Canada or 
abroad, we supply by mail order to all drug stores, 
hospitals and doctors. 

In other words, anybody has the right to 
buy; we don't control those outlets. For particular 
lines and regions, we have agents or distributors 
in Canada and in several other countries. All of 
thease are independent well-established businesses which 
handle many products besides those of Connaught. Our 
sales policies can be described as Stdetotbiyt nen: 
aggressive. We refrain from undue influence on 
medical thinking. That may be good, it may be bad. 
I don't think it sounds very Virtuous, but if sometimes 
we hatd-used:a little more inf'luence it might have been 
better. But we meet the medical profession through 
its various organizations, scientific publications 
and see what they want to do in the matters of medical 
statements. When the sales of any particular line 
seem to depend mostly on the arts of competitive 
salesmanship, we feel that it is not a line for Connaught, 


and we let it die quietiy. As noted above, an exception 





. 
Seema diteree onan ieee re 


icciecaes onto?  ideiiadiag aie oouawug gobed 









ner drawarinod tt lo Surteyet To esouNoe ante a 







tadm oni * sbetqneiis od) woll YBa aotrotaiodsd £ £7 § 7 
“i 
- touborq Yo else aft sf ,vetses To isvonece | a 
si i" ig | 
\oampetak situates = avant dor esol ,ttewseed edQuaNaee ; 
te - 
df oer aud etouhoig ue To socote iia ect : 
/ ; 7 
sottiwibrarb cot cbhositem smoe eved tava ow gaed eel, fo r 
fe : ( 
46 sBenad at sditémnteves o¢ s8(%e Toethb moxl Cue Pee 
ni mT 
egiote hitb ifs of rebto Llan yd yigges ow paowds 1 


A1IGTOOH OAS atestenedt ad 
of ddgia ett esa Yhodyas .abvow ‘rertso Af, 
~pivelermsa ot stelgeo. waar Louse J'won aw wud ! 
ewodutindelh 1G aSMeoee SvVBR Sw ,2nokget. bas gente 13 
So Lia seiyctnuns yedto Cntevee at Bas ebanad at 
do ifaw seeeentend bedetfdadeo~itew tnebacdebad ste es@asy 
vO .tfiaweriniet) to snory tebtesa atowborg Yee etined 
snort ylavolbdya ee bedivoash ad nso netdideg seisa 
eh’ 

ne sone Merk .saivur poss iierten 3 -wiesetags | ve - 


bed ad yer tf hoes ad Yao tect end iad meee” 







Bani towoe WW fud .avowtily wiev Gbawoe GH olntad oom ¥ 
weod oven Jigia ot Sottont test Stoa obssis B bopw, Batt’ ow” 

igsg@tdd oohees hong fsotnem sity toum ow ove | 
‘|. ‘epoltaotideg oMtitneloe . (Shiottes tasg’ro ev bua 
rn ee ob ot Smpw and tacw 








ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Ferguson 984 





is penicillin. In the national interest, we feel 
that we must keep some production going. here, to 
keep some possibility of making penicillin in Canada. 

Nevertheless, eae Laboratories have been 
essentially self-supporting formore than 45 Siem They 
receive no contributions from funds of the University. 
On the other hand, the University does not use the 
earnings of the Connaught for general purposes. Mindful 
of the Deed of Trust from Colonel Gooderham and Mrs. 
Gooderham, the Governors of the University have 
kept the earnings of Connaught as a separate fund for 
the support of medical research in the Connaught, in 
other departments of the University and in other 
universities in Canada. Thus, Connaught is and has 
been for many years, a donor of funds for medical 
research, a fact which is puzzling to some persons becaus 
Connaught is also a recipient of funds for medical 
research. I will discuss this shortly, but first I 
should like to clarify some common misunderstandings 
about Connaught is supported by the "Government". 
This is hardly the case. 

They are all more or less customers of 
Connaught, but none of them is responsible for our 
Eee giet gion our deficits; they don't care of it at 
all. In the early records we find mention of small 
grants from the federal or provincial governments 
for special purposes. For example, in 1915, the federal 
government made a grant of $3,000 to start the produc- 


tion of tetanus antitoxin for the armed services. 
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In 1917, on the occasion of the opening of the labora- 
tories presented by Colonel Gooderham, Sir William 
Hearst, the Premier of Ontario, promised an endowment 
of $75,000 to match the Gooderham gift; it was 
recommended that there had to be something to carry 

on the research. For some reason, the sum was 

not ent delivered, but for many years the 
Laboratories received a cheque for $3,750 each year, 
equivalent to the interest at 5% on $75,000. These 
payments stopped in 1938. 

In 1923, the Province of Ontario made a grant 
for $25,000 to equip a laboratory for the manufacture 
of insulin. This was just the start; this was 
perhaps the first substantial bit of capital that 
the Cannaught used. It was called the Connaught Antitoxi 
Laboratory at that time. 

In 1927 the School of Hygiene was established 
in the University of Toronto with the assistance of 
a grant from the Rockefeller Foundation. In fact, it 
was wholly paid for by a grant from the Rockefeller 
Foundation. 

By 1931 the new ptuilding was too small. The 
Rockefeller Foundation offered. to increase the endow- 
ment of the School if the Government of Ontario would 
Palld an extension. The only available source of 
capital was the endowment fund of the Connaught Laborator-- 
ies. The amount required, which turned out to be about 
$350,000, was supplied on the understanding that the 


Government would pay an annual grant to replace the 
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loss of income for research. The annual grant agreed 

; upon was $14,250. It was reduced for one year, but 

; was quickly restored. This is the explanation of the 

: annual grant from the Government of Ontario to the 

: Connaught Medical Research Laboratories. 

° Now, the estimates of Ontario I think you 

j will find there is a grant; I think you will find 

: it is $15,250. $14,250 is this gentlemen's agreement, 

5 interest, you might say, on the loss by Connaught, 

and the other tHensEne dollars is actually something 

ig we passed onto our research department in the university. 
Now, it was said the government had to go through 

: the university if they gave it to Connaught, if they 

a pay over to this physiological department on industrial 
re hygeine, then that takes care of the formalities. 

: You will see this is not an ordinary grant in any sense. 
: From time to time, gifts, bequests, and 

- legacies,some large and some small, have been presented 
es to the Laboratories, some for specific purposes, others 
+? for the general research program. One which deserves 

is special mention was from Mr. F. K. Morrow, a former 

‘ Vice-Chairman of the Connaught Committee. Another was 

z from the late Dr. W. B. Boyd of Coldwater, quite a 

~ large sum; I can't remember exactly what it was. 

: Sine the war, the number of agencies granting 
a funds for medical research in Canada has greatly increased). 
5 The sums which they distribute have also increased. 

a Among those which have made annual grants to the Connaught 
29 


Medical Research Laboratories from time to time, we can 
30 
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name the National Research Council, the Defence Research 
Board, the Dominion-Provincial Public Health Research 
Grants, the Bickell Foundation, and the National Cancer 
Institute. From the United States we have received 
funds through the agency of the National Institutes 

of Health in Washington, and the National Foundation 
for Infantile Paralysis Ine. of New York. All of 

these sums were of course,=sspent and strictly accounted 
for in accordance with the terms of each grant. During 
the years of development of Salk vaccine, the 
Laboratories received large sums from the National 
Foundation for Infantile Paralysis in New York wate 
were not grants but payments for the manufacture of 
poliovirus on a large scale for processing into vaccine 
by commercial firms in the United States for the mass 
fiedd trials of the vaccine in that country. 

The provision of research funds in the form 
of annual grants on a relatively large scale since 
World War II, not only to the Connaught Laboratories 
but to other scientific laboratories, has resulted 
in the training of medical scientists in numbers pre- 
viously unprecedented in Canada. And that brings up 
another problem. Keeping these persons well employed 
at the work forwhich they have been expensively trained, 
means that ever-increasing sums must be found. The 
granting agencies and foundations find themselves 
pressed for more and more money. The academic Eaeea tne 
tions are finding the competition for research funds 


greater each year. Under these circumstances, it seems 
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only reasonable for the Connaught Medical Research 
Laboratories to rely more on its wwn earnings to support 
its research, and to become a net donor rather than 

a net recipient of research funds. The Laboratories 

are already inthis position. We give more money 


away for research than we receive. I mean by giving, 





outside of Connaught. 


Page 991 follows. 
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To fulfil our function in this expanding 
and maturing country, Connaught — an obligation to 
develop its own staff. In addition, it does in fact 
train scientists for many key positions in government, 
in hospitals, and in industry. By training, I don't 
mean academic course work leading to degrees, doctor's 
degrees or some other degree. I mean working 
experience for five or ten years after a doctor's 
degree, filling posts of increasing responsibility. 

We have sent many men with such experience to fill 
important positions across Canada. We can and should 
supply more. At the same time, we need to expand 

our staff to cover broader fields of medical research 
within our own walls -- many of those we can't 
tackle just now for lack of staff -- so that we can 
ensure that the benefits of new discoveries will be 
brought promptly to the service of Canadians. 

Sicciptapiliive we belteve that we have a 
responsibility to engage constantly in programs of 
research to discover new products of importance to 
public health, and the practice of geet oiaa) In 
addition, we must seek constantly to evaluate -- and 
this is expensive research -- and to improve’ the 
products which we now supply. 

We must scan the whole field of medical 
research to keep abreast of new deyehonueneeane tO 
‘take as our special concern, the development or 


production on a large scale of potentially useful 
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discoveries which would not otherwise be made available 
in Canada jothe ivery “excellent commercial facilities 
for research which are available on this continent. 

Finally, we must exercise our functions io 
advanced education by postdoctoral fellowships and by 
sharing our knowledge with all who wish to learn. 

MR, RICE: Just on your closing note 
there about the Connaught Laboratories Submission, is 
there much competition in this research work, 
duplication of work being carried on? 

DR. FERGUSON : yes, Pies is some dupli- 
cation. This is a question which many people ask, 
and it is one which does not bother scientists a 
great deal because no scientific fact can every be 
regarded as established until it is duplicated and 
reduplicated by several independent groups of ‘persons. 
That is one kind of duplication. Duplication and 
reduplication is necessary to establish a scientific 
fact. 

Tne second thing is that so-called duplication 
is seldom really complete duplication. No two groups 
of people do the same thing and do it exactly the same 
way, and they come out with different answers, and 
they come out with different discoveries. 

THE CHAIRMAN: It: fo not. a waste? 

DR, HERGUSON: It is not a waste. It is 

. a good investment. 


MR. RICE: To turn back to the policies of 
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the Connaught Laboratories in regard to patent rights, 
I understand that the Connaught Laboratories do some 
leasing of these patent rights to manufacturers who 
manufacture certain snieas and you, in your brief, 
have directed the policy of Connaught in that regard 
and a committee is set up. Dr. Ilan Macdonald, 
Doctor of Post Graduate School bts Buddies ; University 
of toronto, informed the Committee earlier that it was 
his impression with regard to insulin that one of the 
features of this licensing policy was to ensure that 
the insulin would be available to the Canadian public 
at a reasonable price, reasonable having regard to 
cost of the manufacture. 

Is that part of the policy, the price that 
is going to be charged for the product to the public? 

DR. FERGUSON : With respect to insulin 
you mean particularly? 

MR. RICE: Well, any of your products that 
you lease a patent to the manufacturer. . 
| DR. FERGUSON: No. With our general 
products other than insulin, I don't recall any of our 
agreements in which there is any stipulation about 
price. What we do try to write into all our agreements 
is that there is no exclusivity in it. Anyone else 
who ees to get in there can do so. 

| I think -- I am not very familiar with 

this price control. You get into monopoly. Infringe-' 


ment of monopoly laws, and so on, and I don't know just 


sHioe ob civkuebeiades: ddgwened std tedd busserobnut 





onw srety dos vas od etdghr tosveq onedi te en 


hates tuoy At .wvoy base .e_uib ntedreo stusoslva pa 
breast yard at trigueanto) to yoiloq. anv bodoertb event 


(Sisseboay msl . 


debevovind ,salbwxh Io Loetine eveubsth daod to ro toga | 


sew oh tend xrelirss.ssottamod sid «beiwrotdt omaote* to 


e6¢ to oo vods abivent of btagey Adtw noteserqm!l eta 
gacdt? steene of etw yotloq anlensoll ald’ to setTedse? 
ptidua aetbencd sid of Sldbileve sq bivow ativent sid 
sottq sldsqueset 8.96 


of Prsaer patved ofsbMosaet » 


anodebuaen sig te dage 
goad ee wid .yotiod sie io tise sedv al 
Totidug sid of fowborqg 2A0 

Miissnt et dvaqeer agbwW :WOZUORAH AG il 

*qitelivolireq assem BOY 
eae atevhowqg “wor, to gne .iieW = GOTTA AM 
i | conutaeiyaen Sn? oF dasdaq & earl woe 
OV | 


a) s>. -kerene, wo otW HOCORER Ra 


suas Holieingide eve at evredos dotiw ar etrensetye | 






ya mwO fis etal sticn of Yt Of aw want -soltq . 


uy $98 at oeddinmoo s bas | 


co? Searsdo ed of guieg et” 


i bad yne {fever ¢' nob 1 .ar Guest nedt vento etoubong © 


, 
ay 


tae sco, Oh mt ytivteutoxe. aly wesc | 






4 
yt 
; ; ; 
i 

7 
i jar > ae 
jet _ 
rt ij ae x P 

cera 
ti 

- 
‘ . 
a} 
x at 
‘or. - 

Ww 

Tr, 

Net 
ae a : : 
: i | 1 7 
t 
i] ne “ 
t a” tie 
a 






wl 
ull 









ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Ferguson 994 


i 
a 
im 





f 


Eq! [i 
Be \ 
oW 





what the rights or the practices of the Insulin 
Committee have been in that respect. I think they had 
Some rights in determining price during those days. 
‘Whether they still have or exercise them, I don't know. 
However, we in Connaught don't do anything about 
stipulating the price of any product which we license. 
We do give licences to -- we don't keep them 
exclusive. 

THE CHAIRMAN: Do you charge a fee for the 
licences? 

‘DR. FERGUSON: There are many different 
Kinds of arrangements. Sometimes we just exchange 
rights. They give us the right to use something of 
theirs, so there is no financial écandune 

In some instances there is a disclosure fee 
and a royalty. I might say the income from royalties 
and licences in the case of Connaught Patents has been 
almost negligible. 

MR. RICE: Do'youvlicense different 
manufacturers for the same product? In other: words, 
do you permit a licence to two different manufacturers, 
or is there an exclusive quality to the licence? 

DR. FERGUSON: It depends a great deal on 
the product. If two or three or more come to us, they 
never come right together at the same time. We say we 
have already licensed so and so; do you think there 


is business enough for two of you, and if he says yes, 


we say, yes, you can have it. 
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1 
2 MR, RICE: Are there drugs being manufac- 
3 tured by manufacturers with licences from the Connaught 
4 Laboratories, and also the same drug being manufactured 
5 by a manufacturer who has developed his own process of 


6 making that drug? 
7 DR. FERGUSON: Oh, I think that happens 


8 very often, which is the reason why the licensing is 


9 not very remunerative. 

10 MR, RICE: Can you help the Committee at all 
11 as to how the prices compare of the two products? 

Le One product is manufactured througi licence with 


13 Connaught, and the other is being manufacturered by 
the manufacturer who developed his own? 

15 DR. FERGUSON: I don't think I can make 
any statement on that that would be generally true, 
because in that kind of a situation competition 
determines the price: 

MR. RICE: Now, with regard to penicillin, 
you have informed the Committee that the manufacture 
of penicillin has been drastically reduced almost to 
an nonentity now. How long would it take to commence 
the production of penicillin in Canada again if the 
necessity arose? 

DR. FERGUSON : It might take nearly a year 
to supply the amounts needed in Canada. 

MR. RICE: And could penicillin be stock- 
piled in Canada for that period of time? 


DR. FERGUSON : Yes, it could. It keeps wel 
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Are there any recommendations 


MR, RICE: 
that you could make to the Committee as to how the 


cost of drugscan be reduced? 
I don't think I would be 


DR. FERGUSON: 
prepared to make any general recommendations on that 


Subject because it is a very conflicting matter as you 


know. 


There is no doubt at all that if there was 
extreme regulations and socialized industry, the cost 
This is a very big 


could be reduced to the consumer. 


price to pay for that particular benefit. 
I suspect you have found in your examinations 


that perhaps the only problem lies in the price to the 
that any organization, 


consumer at the retail level; 
government, hospital or so on who can buy it by 
Catichavare tenders may get drugs extremely cheap. 
There is no problem there. The only problem is how 
to supply cheaply to the person whose demands are very 
small, and they are conveniently where he wants to get 
That is an expensive service which perhaps 


them. 
necessarily adds to the cost of the drug. 
I am not convinced there is really a very 
There 


serious problem about costs in this country. 
are many annoyances, but they are annoyances which I 


personally do not mind putting up with for the sake 


of the benefits which we receive from our very energetic 
It is 


system of invention, manufacture and distribution. 


As you have seen, it is not wholly commercial. 




















my 
ed) Siuew I Matdv dinod 1 = <MOZUeRED .1C 
Jedd Go stolishasmmovs: (e1eneg yYos seen of pereneg 


indy ee tedden agaidgediines yee 8 al gd. eausceu tostdee ) ie iy, 


gbw evens tf jwic [Le te sagod om at. sred? 
‘geod ord .yxdeubal beslleloos bare agatvelyger onreTeRs 
Bid yrev, 6 al eft .13eHoo 649, ot beayoet sd bined Bei 
#iiensd relvolve se Vere "Oo? VRQ Od sake j jek : 


fp M > ify 
| atefseninexe roy at bowel “vad pOY dosqave en) 


a ae 


siM 02 gsotiq o% al aoll maicorG wire ad’? sqerxsq dant | t 
~Relscsiannrae yar vei ylisvel Lheter sdy ve <omuenoD fat 
yd v£ Yod 60 onwW mo oe To Dbediased , TiseurTre veg | 

‘Gesho qiemenitixe apowh Jou Yam aredied ev idivegaes HTL. 

wo el moidory yao st .srant meddera of eb eted? (/8t 
Nigv 928 BhwsNIy Sseodw NeuTeq Said oF winsede vigque od hes 
top oc agdwew on erent yldwelwevics ors yeds baie fhe [eae 
Sqgetitan tofdw eoivaes ev tenscxe as at PiWIT mont | 


Rush sdf% to Jeo. ane ad bbe ea 


| 
ne ag # qllest at orond neonatal oa ms. T vale ai ; fe, 


i | reer VPinition atid at edacs. —— birietiamasacd 


i) SSonkyoneS 376 cede Jud ye i ial 
hae hanes 


ite sit “ot rea qu anita. de - - . 
i Dune’, Hi me Ka ie ae ie ie 












ANGUS, STONEHOUSE & CO. LTD. 





TORONTO, ONTARIO Ferguson 997 
1 
y not wholly public. “There is a certain amount of 
3 competition and interplay as well as cooperation 
4 between industry and some public service institutions. 
5 It is a mixed economy picture. I personally have 
6 no serious objections to it. 
7 MR, RICE: Have any of the Committee 
8 members any questions? 
9 MR. FULLERTON: I wonder if Dr. Ferguson 


10 could explain why he can import penicillin cheaper 

11 than we can manufacture it in Canada? 

12 DR, FERGUSON: I think there are two 

13 important reasons, and it is hard to say which is the 
14 most important. First of all, in Europe; particularly 
15 in the last five years, they have recovered from the 
war, sata they are just as clever and just as well 
trained as we are. They can use all the same methods 
we use on this continent, and their labour costs are 
half or less than half of what ours are, so we have 
no advantage in production. We have a great dis- 
advantage in price and cost. 

Then, too, the other factor which Il cannot 
evaluate is that there is undoubtedly a tendency to 
dispose of surpluses at any price wherever we can sell. 
That is the pattern of exports, to maintain your home 
market at a stable price if you can, and sell all your 
surpluses at any price you can get in export. There 
is no doubt that is the general policy. 


So there are two factors that determine why 
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we in Canada, which is a wide-open country as far as 
the import of drugs is concerned, can purchase, if 
we know how, many drugs at prices which are ridiculously 
low in terms of cost of production in this country 
Or on this continent. 

MR. BRYDEN: What would the proportion 
of labour costs be on production, say, of a drug like 
penicillin? 

DR, FERGUSON: That is a question which 
is often asked, and I am not sure that it is quite 
the right way Go pub 16. You have one hour of labour; 
you have your supervisor who has to be paid more than 
the labourer; you have the scientists who have to be 
paid more; you have supplies which are obtained 
preferably locally, determined by labour costs; you 
have fringe .benefits and pensions, sick-leave, and 
they are all in proportion to the labour paid, so that 


your whole cost is proportional to your labour costs. 


(Page 1001 follows) 
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MR. BRYDEN: Yes, but it is presumably a 
costly process to support the labour cost in that 
particular process, taking the materials that are 
used and the process. 

DR. FERGUSON: Then your question is really, 
what is the cost of direct hourly labour in comparison 
with depreciation of the automation machinery that 
you might put in? 

MR. BRYDEN: And also in comparison to the 
materials used. There are all sorts of items in it. 
Also, what would be the items of labouy cost of 
salaries and other benefits of scientists in the main 
or production workers? 

DR. FERGUSON: In the case of a self- 
supporting institution of that kind, that has to go 
into overhead, your total cost. 

MR. BRYDEN: Is highly-trained personnel 
a big item? For example, the medical staff ora 
chemist, would that be a big item in it as compared 
to the ordinary production worker? 

DR. FERGUSON: Yes, you mean supervisory 
Salaries are very important in this kind of thing. 

MR. BRYDEN: It might be a big item. 

DR. FERGUSON: Yes, but again compared to 
Europe, supervisors! salaries are lower there in 
proportion to labour. 

MR. WREN: In the event of a national 
emergency, if you did not have a sufficient supply 


of penicillin, what would you use as a substitute? 


‘ 


































tame © et dt ded .ead nile: sak 
Pade ak ds0o «Woda ed? dsoaqe ext send ite a 
| 18 Jedd sfatretan siz paniise wasoong votuabinag 
a | . waasserg 689 ane bear 
iiss at dottuesp awoy ned? MoevEAw’? ad 
Moatveqres mt twodal Yitwod doschb to gaou oft af ten 
Jatt eiieldoam wolvasotue sddé to no ita loops io Ie it 
xi Sq Fatykat ime 
end of noatisqmon wt off@ brA sWHGYRE . AM 
02 af ameat to atdvoa fn oun seer! , been sletuedant 
‘to deoo guodel To anegt ens sd bigcow tanh OalA | 
shen SAS me afeistreiog To edt ‘tered rsedvo bie eolmiee 
Vane: frav oo htonpeag to 
~“Ife8 5 10 e865 sae nn  INOCUDAAY AG 
Om OF @acf Thrid .bMIN gant Yo nottudLeaAek wal droqque 
Jeon [stot tvov \besdtéyo otnt ~ 
[ommoaveq bentart-vfirlwlul al 8: WACYAA .fM ae 
8 sO «Tiste Jbohbem ond .olamaxs toh Masti ald s 
“‘Hbeoteqmoo as es mi petit alta s sd dad Dbilmow ,tadmerio 
Testow actiaubory Winamp outs og de 
yiegivesgrva Asem woy .eot  sHORUDTEN Ae 
yentmy Io Balu e223 ct toetrorah <aae els sobtaiaa — 
weed? oid 2 od Higkerdl  sWA@yye aA, 
> borne: ntexs tod . gery MOROOR of, 


trae ok ererty qevol sts sot talec tanto! 


ANGUS, STONEHOUSE & CO. LTD. Ferguson 1002 
TORONTO, ONTARIO 





What would that substitute be? 

DR. FERGUSON: You are°:talking about the 
country as a whole or the medical profession, 

MR. WREN: Yes, in the case of a national 
emergency arising. 

DR. FERGUSON: We lived for centurtes without 
penicillin, and we died a little oftener. There are 
not very good substitutes for penicillin. There is 
really nothing as good as penicillin for controlling 
infection. 

MR. WREN: Would you think, then, that it 
might be a good idea to stockpile penicillin? 

DR. FERGUSON: Yes. I do not know what plans 
civil defence have for stockpiling penicillin. We 
hear about it now and then. 

MR. WREN: Nobody else knows what civil 
defence is doing either. 

DR. FERGUSON: Yes, but certainly one of the 
things that should be stockpiled for civil defence is 
penicillin. 

THE CHAIRMAN: May I say as a general 
principle there is a thread through your paper, Dr. 
Ferguson, dealing with this question of "national 
interest", having to do with the very reason for the 
existence of Connaught. 

DR. FERGUSON: Yes, indeed. 

THE CHAIRMAN: I take it from the spirit of 
the paper that it is not in direct conflict with 


private industry. 
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DR. FERGUSON: We do not consider ourselves 
in direct conflict with private industry. We are 
Supplementing in the fields where they have not, and 
Sometimes cannot play as important a part. Another 
point is that we are producing things and distributing 
things which are for the most part made in Canada, 
and we can get them through without buying them from 
subsidiaries of American firms. 

We have seen on many occasions when there 
is a shortage in the United States, the Canadian 
subsidiaries with the best will in the world cannot get 
them, 

THE CHAIRMAN: Even from their parent 
company? 

DR. FERGUSON: Even from their parent 
company, because they in turn may be held down by 
export quotas or regulations of the Government of 
the United States. 

THE CHAIRMAN: Would you agree with this, 
then, Dr. Ferguson, that a major item in the national 
interest with respect to the subject of drugs is the 
need for self sufficiency? 

DR. FERGUSON: I feel that way very 
strongly. I am not anti-American or anti-foreign, but 
I feel that we should somehow develop more independent 
and stronger chemical industries with respect to 
pharmaceutics, because that is the one I know about. 

I cannot speak about the whole field. 


THE CHAIRMAN: And having in mind the 
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economic conditions which exist in Canada amd which 
are peculiar to our country, the cause of being 
nationally self sufficient is a factor in the cost 
of drugs. 

MR. BRYDEN: There has to be a considerably 
greater government interest or intervention in this 
field. It is almost inevitable in an industry like 
this that private industry to a very important degree 
will be controlled from outside this country. I think 
that is the situation you get into, the actual 
structure of the industry. I may be speaking without 
adequate facts, but that strikes me that it is 
controlled outside the country and cannot be improved 
except by the government taking an active role. 

DR. FERGUSON: Ours is a case -- what would 
you call it -- of government enterprise which was 
really a public supported private enterprise, in 
which great co-operation has been enjoyed by the 
company. 

We were certainly the first here although 
we are not the only one in Canada. There is the 
Institute of Micro-Biology in Montreal which serves 
a Similar function, particularly serving French 
Canada. We try to do this job of supplying essential 
materials made in Canada for Canadian needs. 

I am not sure that the Government sponsorship 
of a large> supply of pharmaceutics is the only way 
to do iti. I would like to see 1t done, I think there 


might be other ways of doing it. 
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MR. BRYDEN: Connaught Laboratories is 
essentially an agency of the University of Toronto 
which is a public institution. I perhaps was unduly 
restrictive in using the term "government". Would 
there be any public institutions of one kind or 
another which may be government or may be using 
government funds? In some: cases governments can put 
up money for foundations.’of one kind and another. 

The government is not doing much more than making the 
funds available. 

DR. FERGUSON: It is sertainly one way of 
doing it. 

MR. WREN: Having regard to the outstanding 
success that you have had with insulin and the cost 
to individuals and agencies which supply individuals 
in Canada, do you think there is some merit in 
institutional sponsorship, if you will, of other 
necessary drugs for the common ailments of people 
who are in unhappy circumstances such as heart 
disease and other diseases which affect a person's 
ability to earn an income? Iam thinking of some drugs 
auibh are still very expensive and yet are necessary 
to a person to be able to get out and earn a living? 

DR. FERGUSON: I suppose the diabetic’ 
tablets or pills are a case in point, aren't they? 

MR. WREN: Yes. 

DR. FERGUSON: Could any non-profit 
institutions get into this business? Of course in 


Connaught we consider that very sincerely that we have 
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a responsibility to get into This. 

MR. WREN: Which? 

DR. FERGUSON: We consider ed:.whether: we had 
a responsibility, for example, of getting into the 
matter of manufacturing and distributing these. 
synthetic chemicals which are now being used and which 
are very useful fora small proportion of diabetics, 
There are many reasons why we kept out of it. 

In the first place they were not our own 
invention. In the second place they are changing from 
day to day, new ones being introduced every week and 
we do not know which one is going to be really useful. 
There seems to be adequate supplies of this available 
through the ordinary commercial channels. We have no 
fear that there will be a shortage or that they are 
really essential to the health of the diabetics. 

They are to some extent a luxury item. 

These were some of the reasons why we 
felt we should not go into this particular field. 

MR. SUTTON: In reading your brief along 
with you, when you mentioned the Wright Fleming 
Institute, you had an aside. Did you say they were 
the original discoverers of insulin? 

DR.FERGUSON: Yes, Fleming was the man who 
discovered penicillin, not insulin. 

MR. SUTTON: Oh, I am sorry. 
DR. FERGUSON: You see, back in the 1920's 
he was the Director of the Institute which was called 


the Wright Institute which is connected with St. 
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Michael's Hospital in London but it was many years 
before it was applied for practical use. 

MR. SUTTON: In the use of penicillin, the 
frequent use of penicillin, is it true that our 
hospitals today are having difficulty with boils 
and abscesses and mastoids, and that the present 
strengith of the penicillin is ineffective? 

DR. FERGUSON: Yes, in hospitals they are 
plagued by staphoccal infections which are resistant 
to penicillin. For that reason new compounds are 
being discovered, research is continuing on kinds of 
penicillin which will hit this resistance of 
staphoccal infections, and a new compound of that 
kind has been announced from the Beecham's Laboratory 
in England. 

MR. TROTTER: On page 5 of your brief you 
say that the price of insulin in Canada is 35 per cent 
less than down South. Would that difference of 35 
per cent be on the part of the profit that the 
druggist would make in the United States? 

DR. FERGUSON: I believe they work on a 
little higher mark-up, so part of it is that. Part of 
it is in the lower price for packaging that we get. 

MR. TROTTER: When you sell insulin to 
the druggist here in Toronto, let us say, do you sell 
to each individual druggist, or do you sell to 
a central agency? 

DR. FERGUSON: No, we are our own whole- 


Salers. We have two depots across Canada, one in 
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Vancouver and one in Winnipeg. We are wholesalers 
and we sell directly to the druggist or by mail 
order if they can pick it up. 

MR. TROTTER: What does insulin sell for 
wholesale? 

DR. FERGUSON: To the druggist? 

MR. TROTTER: Yes, 

DR. FERGUSON: In other words, what is the 
discount, the mark-up that he works on? 

MR. TROTTER: I would like to know the 
price that he has to pay, whether in bulk or any 
other way? 

DR. FERGUSON: There are so many different 
packages and preparations, I do not know how to define 
that. I will give you our price list. Would you like 
it in your file? I can file it here. 

MR. TROTTER: Well, yes. For example, 
people I know have a needle and give themselves a 
shot. How is that type of insulin sold to the 
druggist? 

DR. FERGUSON: He tuat asks for the kind 
that he thinks his patient wants, or if the patient 
comes in and asks him for some insulin -- they do not 
usually leave this right to the last minute, you know -- 
the patient tells the druggist the size of the package, 
the dose, the strength, the kind of insulin and so on, 
and he gets on the telephone and orders it and it is 
sent to him the next day by mail. ' 


MR, TROTTER: Do you control the mark-up that 
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the druggists will have? 

DR. FERGUSON: We don't control it, but we 
certainly influenced it in the early days. In the 
early days, probably 1923 to 1927, all sales were 
directly from Connaught. The price was going down all 
the time. That was not entirely satisfactory to the 
patinat, but it was the best way to get the lowest 
price to the patient atthat time. 

The druggists requested they have the privi- 
lege ad? distributing this, and by agreement, they agreed 
they would charge a certain mark-up. If you want to 
know what it is I presume it 1s public knowledge and 
it 1s in our price lists. 

In 19e7 a letter went out from Connaught 
to all diabetics that from then on they were to get 
their insulin from the druggist. There was to be no 
increase in price because of the fact we made a price 
reduction. Prices were going down and the pharmacist 
got that discount for handling it. At the present 
time we do not sell to patients directly across the 
counter. That is the druggist's job. 

MR. TROTTER: Do you think the druggists 
are still making money on insulin? 

DR. FERGUSON: I suppose that depends on your 
accountant if he can prove you are losing money or 
making money. 

MR. BRYDEN: They are still selling it. 

MR. TROTTER: I am not objecting to people 


making profit, but I am pleased and surprised to learn 
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that the price is going down because costs are going up 
on everything else and yet insulin seems to be sold at 
a lower price. I was wondering if the druggist could 
still make a profit. 

DR. FERGUSON: He is working on the same 
margin now, I believe, as he did in 1927. 

MR. WHITE: What is that margin? 

DR. FERGUSON: 25 per cent. 

MR. BRYDEN: 25 per cent is the discount? 

DR. FERGUSON: 25 per cent is the discount. 

MR. WREN: If the return of selling that 
is $1, it costs him 75 =eents?¢: 

DR. FERGUSON: That is right. 

MR. WHITE: What would the price be to 
hospitals or departments of government? 

DR. FERGUSON: The hospitals are exactly 
the same as the pharmacists, because there is no sales 
tax. I cannot remember what our prices are, but they 
are probably a little lower because of large quantity 
buying of government departments. 

MR. BRYDEN: I am really interested in getting 
a little more information on the research activities 


of the laboratories. 


---(Page 1011 follows. ) 
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THE CHAIRMAN: Let's just pursue the subject 
of pricing just for the moment, and come back to 
that. I would like to ask you about two topics: 
one, the obsolescence factor inhothe: drugcproducts. 
DR. FERGUSON: May I have a drink of water? 
THE CHAIRMAN: Would you like to take a five 


minute recess? We will recess for five minutes. 


-~--Short recess. 


---Following recess. 


THE CHAIRMAN: Now before the recess, I 
was proceeding to enquire about the factor of obso- 
sMehRoa0es with respect to products manufactured and 
distributed by Connaught. 

DR. FERGUSON: Many products have become 
obsolehe very quickly. The examples I gave, adrenocortical 
hormones, and A.C.T.H. became partly obsolete. 

THE CHAIRMAN: Possibly I should expand 
what I mean by the word "obsolescence." I should also 
include aging factor. 

DR. FERGUSON: Yes, shelf life. That varies 
a great deal with the products. Ingeneral, the vaccines 
have a short shelf life which adds to the difficulty 
and chaos. of. their marketing. Insulin has quite 
a long shelf life; about two years, if it is pnoperly 
kept. 

THE CHAIRMAN: Turning to the question of 
sales .tax,: have you any knowledge of the operation of 


sales tax with respect to drugs sold in Canada? 
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DR. FERGUSON: I know that sales tax is 
paid on many drugs, and there are a number of exceptions. 
Salk vaccine doesn't pay any sales tax. Insulin 
doesn't pay any sales tax. Penicillin, I believe does. 
I can't go into very great detail on that. 

THE CHAIRMAN: Would you have any information 
Doctor about the dncidence of sales tax in the United 
States? 

DR. FERGUSON: No, I am sorry. I don't 
know what they do. I am sure there are State regulations. 
In the States I don't believe they use the indirect 
sales tax, but I do know in many States they use a 
retail sales tax, which I think is very much better 
because this 11 per cent sales tax on drugs,half, 
or less than half goes to the government. The rest 
is just pure inflation. 

THE CHAIRMAN: You turned a neat phrase 
in your testimony when you were referring to the use 
of some drugs of an expensive type, and you described 
them as luxury treatment. I take it that in using 
those words you are inferring that there would be 
less expensive drugs available to accomplish a similar 
result? 

DR. FERGUSON: Well ta give you an example, 
the antirdiabetic drugs are pills. You can use insulin 
at four cents a day, or you can use one of these new 
pills at 40 cents a day. If you do not like to take 
a needle, you consider the luxury of taking a pill 


is worth the difference, then you can do so. 
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Now sometimes it is even better medically 
to pay something higher. Some people pay more attention 
to their diet, and other factors of treatment. 
Some doctors have told me this: that they find that 
having the patient pay more for his drug makes him 
pay much more attention to his treatment as a whole. 

THE CHAIRMAN; Has a salutary effect? 

DR. FERGUSON: <A salutary side effect. 

THE CHAIRMAN: However, would I be accurate 
in conctlluding that in trying to consider the cost 
factor of an expensive drug, as against a less expensive 
one, bhat it might be difficult to come to an absolute 
conclusion because an expensive drug might affect a 
remedy, or cure, in a short period of time, and there 
is some obvious economic savings in wages, hospital 
accommodation, and so on; whereas, the less expensive 
drug might take two or three weeks, with or without 
loss of wages and with or without hospital accommodation? 

DR. FERGUSON: That could certainly happen, 
particularly in the case of the antibiotics or anti- 
infection drugs. 

THE CHAIRMAN: I. suppose the net’ effect is then. 
Doctor if we are going to consider cost of drugs, 
that there are a lot of ifs, ands, and buts, or qualifi- 
cations to any statement that is made on the subject? 

‘DR. FERGUSON: Oh I believe that is true and 
they tend to -- eventually the price is determined 
by the total overall value as assessed by the user. 


THE CHAIRMAN: Could you give us the source 
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of the country that supplied the tinfinished imported 
penicillin? 

DR. FERGUSON: Well I actually don't know 
where other manufacturers get their penicillin from, 
or in what form. We at the moment are getting it from 
Europe. 

THE CHAIRMAN: Any particular country? 

DR. FERGUSON: Is that a necessary question? 
I mean this is the kind of thing that I would just 
as soon not tell everybody where you are getting it, 
because if I say it was Timbuctoo. there might. be only 
one supplier in Timbuctoo. 

THE CHAIRMAN: The reason the question is 
asked, and I am not making any ruling on this point, 
is that some consideration has been givenlby the 
Committee to the question of drugs from the United 
Kingdom, France has been mentioned, Germany, Switzerland, 
and Italy, among others. 

DR.FERGUSON: I can tell you this, that 
its. from a country with a very high reputation for 
quality. 

THE CHAIRMAN: In Europe? 

DR. FERGUSON: In Europe. 

THE CHAIRMAN: I think for the moment we 
will just leave that. Now there was one phrase on 
Page 14, at the top that I am not clear on, the end 
of the paragraph at the top of the page. You go on 
and you say: "Under these circumstances, it seems 


only reasonable for the Connaught Medical Research 
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1 
; Laboratories to rely more on its own earnings to 
; Support its research, and to become a net donor 
i rather than a net recipient of research funds." 
Now could you elaborate on that clause: "And become 
; a net donor rather than a net recipient of research 
: funds"? 
7 
DR. FERGUSON: Very early in the Connaught 
: history a certain amount of its research funds were 
; actually distributed outside, .hot only outside the 
i Connaught, any department of the University but if it's 
is a donor .to do research in the School of Hygtene, 
i University of Toronto; it's a.donor of funds to the 
Banting and Best Department of Medical Research and 
7 at the same time it's a donor to other departments 
: in the university who make application for funds to 
‘ the Connaught Committee. 
THE CHAIRMAN: I take it then that you are 
a indicating that the Connaught occupies an administrative 
. position, doesn't do all its own work itself but 
os supervises the work, or some of the work for which 
a it is charged? I mean charged with responsibility. 
es DR. FERGUSON: Yes. We do, if you like to 
s use the expression, farm out some of our work to 
a help scientists across the country, in some oof our 
‘ research projects, and we support its financially. 
. In addition, some of this financing goes 
A for work in which we are not primarily interested. 
: It's :thecseientist who says this is something I would 


like to do. It isn't very closely related to your work, 
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but it might be. 

MR. BRYDEN: How much would you spend in a 
year sir on research (A) in your own jurisdiction | 
immediately and (B) outside? Is that readily availabie? 

DR. FERGUSON: Well I have it in my prief- 
case here and I would like to refresh my mind because 
it isn't too good on figures of that kind. For the 

last year, our expenditures of research financing 
by the Connaught Medical Research Laboratories, 
$713,000. 

MR. WHITE: What was your total sales volume? 

DR. FERGUSON: It runs between five and 
six million. rants to the Department of the University 
of $71,000. Out of a total of our -- our total 
expenditures on research from any funds were $815,000. 

MR. BRYDEN: That is including the research 
you did yourself within your own laboratory? 

DR. FERGUSON: Yes, that is the total, and 
of that in grants to other universities, to other 
departments, and fellowships amounted to nearly one 
hundred thousand dollars. 

| Our receipts from outside sources, including 
all grants net was $60,000, so last year we were 
a net donor. Does that explain --? We were a net 
donor. I think this year our research expenses are 
going to hit $1,000,000. 

MR. BRYDEN: Apart from these donations that 
is financed out of the revenues you get from the sale 


of products? 
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DR. FERGUSON: That:iis right. 

MR. WHITE: Mr. Chairman, could I pursue 
a line of questioning regarding certain activities 
of the Laboratories? 

THE CHAIRMAN: Yes. 

MR. WHITE: Yeu mentioned to the Committeec 
that you do not employ a single salesman? 

DR. FERGUSON: That is right. 

MR. WHITE: Would you have anyone other than 
a salesman making contacts with retail stores, doctors, 
hospitals, or departments of the Government? Would 
you have technicians, let's say, or doctors on your 
own staff? 

DR. FERGUSON: Some doctors contact some 
hospitals for specific purposes. We are continually 
conducting research for one hospital or another in 
clinical trials. We are also answering questions all 
the time, so that we have a medical department which 
is on the telephone, or writing, or sometimes visiting 
various hospitals for specific purposes, but not 
to sell drugs. 

MR. WHITE: Nothing in the way of regular 
visitations promoting the sale of your products? 

DR. FERGUSON: No. 

MR. WHITE: Would you have promotion t hrough 
medical conventions and that kind of thing? 

DR. FERGUSON: Very little. Occasionally we 
have exhibits in the means of the Canadian Public 


Health Association, or the Ontario Medical. We do very 
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little of that. Many of our scientific staff did 
scientific papers to these various means. That is the 
way we prefer to do our publicity, if you like to 
call it that. 

MR. BRYDEN: I have seen -» 

MR. WHITE: Could I just conclude this? 
Would you be able to tell us the cost of ypur exhibits 
at these medical conventions? 

DR. FERGUSON: No, that would really -- you 
would really have to dig back into a lot of-data. 
It isn't big enough for a separate item on a consolidated 
statement. 

MR. WHITE: Do you do any advertising to 
the retail druggists and the medical profession? 

DR. FERGUSON: We do advertise in all official 
journals, medical, and Ithink the pharmaceutical. 


I am not just sure about that. 


Page 1021 follows. 
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MR. WHITE: Could you tell us the cost 
of the promotional programme? 

DR. FERGUSON: No "2 couldn't. 16. ws 
pretty small. 

MR. WHITE: Do you have a campaign to the 
druggists or doctors? 

DR, FERGUSON : Twice a year we mail out our 


price lists and whenever there is a new product or 


a change in the product we usually send that to druggist 


and pharmacists by mail. 

MR. WHITE: As well as publishing this 
information in the medical journals, could you tell 
the Committee, perhaps later, the total cost of this 
campaign? 

DR. FERGUSON : If you wish, I will supply 
that to the Secretary in writing. 

THE CHAIRMAN: On that subject, Mr. White, 
I wondar if at the same time, Dr. Ferguson, it would 
be convenient to file with the Committee your price 
lists, which is a public document, and also some 
samples of informative letters or communications which 
are mailed out? 

DR. FERGUSON : Yes. 

THE CHAIRMAN: Giving some examples of 
last year or 80. 

DR, FERGUSON: Price lists and publicity 
and promotinal literature? 


THE CHAIRMAN: yes. 
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MR, WHITE: On the subject of pricing, you 
told us that insulin was sold to the consumer at list 
price and the druggist's cost was 25 per cent less than 

“that. Would this be true of other products? . 

DR. FERGUSON : Most other products, most of 
ghieh came on later, conform with the general pattern 
of discounts. Wwe felt that the.druggist deserved 
this discount for the service they are giving to the 
public. 

MR. WHITE: You say they conform to the 
general discount pattern. Is there a standard dis- 
count? 

DR. FERGUSON ;: I don't know whether there 
is or not, but there is one that is standard to us, 
which is 40 per cent off. 

MR. WHITE: You mentioned also that your 
price is the same as the price to druggists, that is 
25 per cent off the list price in the case of insulin. 
| DR, FERGUSON : Yes, but more to druggists 
if there is sales bax 

MR, WHITE: Is the discount the same for 
hospitals regardless of the size of the hospital or. 
the quantities that they purchase? 

DR. FERGUSON : I believe it is with all of 
our products. We just don't make any distinctions 
there, and it is all delivered, from Yukon to Halifax, 


at no extra charge. 


MR, WHITE: Do you make an effort to maintal 
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your list price to the consumer or do you permit the 
druggist to sell at a larger or smaller price if he 
wishes? 

DR, FERGUSON: We do nothing about it. 

We don't know what goes on. I have not been on the 
Insulin Committee very long and I don't know what the 
Story was in the old days, when this started, but I 
understand that under licensing they were permitted by 
law to name one price, and I think they did in some 
cases. 

MR. WHITE: Now, in the sales of insulin 
and other products abroad, do you quote the same price 
as you would domestically? 

DR. FERGUSON : Not necessarily. Of course, 
export business is a matter of bargaining and negotiatio F 
and it is very largely in bulk crystals, for filling. 
on the other side. So it is a matter of competing. 
with the suppliers in Europe and elsewhere for a bulk 
price, 

MR. WHITE: Would there be agreements 
concerning the sale of insulin eompared with other 
products with domestic manufacturers in these foreign 
countries? 

DR. FERGUSON: As far as I know, there are 
no formal agreements. There are, let's say, customary 
channels of trade. There is a firm in Japan who for 


years has bought insulin crystals from us. Nobody else 


in Japan has asked for it. 
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MR. WHITE: Do the licensing costs resulting 
from patents exclude the Connaught Laboratories from 
purchasing some of the newer drugs? 

DR. FERGUSON: If you respect patents you 
do not produce a aie or sell a drug which is patented 
in Canada or where you are going to sell it. In 
general, we respects patents. A patent is only worth 
what it is worth in court, and if we think it is fu 
flimsy we ignore it. 

MR. WHITE: We were told by Dr. Morrell 
that application could be made to the Patent Office 
for permission and often permission was given and the 
applicant would be directed to pay a royalty, and I 
concluded that the patents as such do not limit the 
production or distribution of such drugs. 

DR, FERGUSON: I believe the patent law in 
Canada has been very seldom invoked, and it takes many 
years to get that compulsory licence. 

MR. BRYDEN: I think the Commissioner had 
five cases where they were successful. 

DR. FERGUSON : There were five successful 


cases. 


MR, BRYDEN: You believe it is rather 
useeseith 

DR. FERGUSON: Well, the people have talked 
to people who have tried to get it and it has taken 
quite a bit of effort, and perhaps eae es SO. 


MR, WHITE: If you were interested in 
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producing @ drug which has recently been patented by a 
private manufacturer, could he simply keep you out of 
that market by quoting you a very high royalty? 

DR, FERGUSON: Yes; he wouldn't necessarily 
have to give it to us. In fact, we have been refused 
a licence for something we felt was in the national 
interest to be produced in Canada. I think he would be 
within his rights to do so, unless we compelled him to 
do so through the machinery of the Compulsory Licensing 
Act. 

MR. WHITE: Has the royalty charge pre- 
cluded you from the field? 

DR. FERGUSON ;: No, not in any cases 1 know 
of. Royalties are very small nowadays. 

MR, BRYDEN : I would like to follow up on 
one or two points raised by Mr. White with respect to 
the sales policy, shall I call it, in Connaught 
Laboratories. I have seen statements by people who 
appeared to me to be authorities in the field, medical 
men, to the effect that an efficatious product in the 
drug field doesn't really need much promotion; they 
learn about it through their journals, and so on, and 
will use it. Do you say that your experience in 
Connaught will tend to bear out statements of that kind? 

DR. FERGUSON : I believe that is frue when 
the advantages of any new drugs are really outstanding. 
When the inventions are perhaps.a little small, the 
advantages debatable -- they may be good, mind you, 


but they are not self-evident -- then it may be some 
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persuasion and salesmanship is needed to put it over. 

MR, BRYDEN : Has Connaught Laboratories 
ever put a brand name on any product they put on the 
market ? 

DR. FERGUSON : Insulin. Insulin ig a 
proprietary name, but it was not used as such. Anybody 
using the name insulin had to conform to the requirement 
of the Insulin Committee. 

MR. BRYDEN:; But anyone else could use that 
name if they conformed to the standards; they could use 
it as a protection of quality. 

DR. FERGUSON: Yes. In general, we try 
to avoid inventing names other than the official names. 
That is sometimes pretty hard to do, because we have 
tetanus and diphtheria toxides with poliomyelitis - 
pertussis vaccines. Now, .on the label we also have 
D..2. tT... polio vaccine, I think we have registered that 
in other eters 

MR. BRYDEN: It is registered in Canada? 

DR. FERGUSON : I am not sure. 

MR. BRYDEN : You are not sure if it is 
registered? Is it just a matter of convenient 
designation? 

DR. FERGUSON: Yes, we just use that name 
on our packages. Nobody else uses it, I think. I 
think in other countries we have actually registered 
it. I don't remember which countries. 


MR, BRYDEN: I take it from the general 
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import of your brief that research is dealt with by and 
large as a cooperative effort involving many people. 
Would that be correct? 

DR. FERGUSON: Yes, it has been cooperative 
practically all over the world. The idealism has been 
probably more closely: approached by the non-profit 
institutions, but it is surprising how much freedom of 
exchange there 1s between commercial establishments. 

It is sometimes a matter of getting personally 
acquainted with the people doing the work. But we 

do exchange’ a lot of information. There is a certain 
unwritten law in the kind of questions you shouldn't 
ask people if they touch their pocket-books too closely. 

MR. BRYDEN: Well, in a great many instances 
at least it is to some degree a matter of accident 
as to who may discover a particular thing, and to many 
people working in the field knowledge is accumulative 
and somebody happens to hit on something. 

DR, FERGUSON: Many big discoveries can 
be attributed to all the people who contributed to that 
discovery, and yet many individuals stand out by the 
particular brillance of their timely contribution. 

MR. BRYDEN : It makes me wonder about the 
whole policy of patenting discoveries of this kind. 

I am not criticizing Connaught's policy, which I think 
in the context we now have is a very sensible policy. 
But it would seem that in many cases that to give a 


patent to a group or an individual, a company, which 
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just happens to make the last stage of discovery, shall 
we say, and to give him, therefore, exclusive rights 


Vs 
may not be entirely supportable. Would’ you have 


any comments or views on that? é 

DR, FERGUSON: I have very mixed feelings 
about patents. Sometimes I feel eee and sometimes 
the other. There are certain patents which are very 
trivial, granted on very trivial inventions. There 
are other times when you feel quite sure that the 
inventor and the person who supported them or the 
organization deserve some protection or financial benefit 
from the contribution. I have not been able to find 
Out any better system -- and avoiding triviality in 
patenting. 

MR. BRYDEN ;: There are some countries which 
don't permit patenting of drugs. 

DR. FERGUSON: I believe that is true. 

THE CHAIRMAN : Of course, that leads to 
other complications,the internatinnal basis, where you 
have a manufacturing country with a certain set of rules 
and another manufacturing country that just ignores 
them. 

MR. BRYDEN : I don't know anything about 
the experience of those countries in any case. 


That is all I have, Mr. Chairman. 
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1 
2 MR. PRICE: I have several questions, 
3 Mr. Chairman, to ask of Dr. Ferguson in connection 
4 with Salk vaccine. When Salk vaccine first came out, 


5 I believe the Department of Health undertook to 


6 administer it to all the school children in Ontario 


7 and all that manufacturered was from Connaught 

8 Laboratories. The government paid for it. I was 
9 wondering if there was any special price arrangement 
10 because of the volume which was used. 

i DR, FERGUSON: ‘There was a negotiated 

12 


price which was the same for all the governments of 
Canada. It was negotiated because the Federal 
Government said we will pay 25 cents and you, the 
Province, will pay 25 cents, giving Connaught 50 cents 
a dose. 

This price was arrived at on the basis of 
cost estimate plus allowance for risk in a very risky 
project, and having in mind the price which would 
likely be prevailing in the United States, which I 
think at that time was around 75 cents. This is the 
Government price. 

By the time that it was available to dis- 
tribute through druggists and drug stores, in some 
Provinces this was done and the usual mark-up was 
made in drug stores. 

Since the first few years of the introduction 
of Salk vaccine, the price has been decreased 


successively both to the governments and to the druggist 
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I don't think the druggists in Ontario bothered 
stocking Salk vaccine very much because it is dis- 
tributed free entirely. It is not true of Quebec 
and perhaps some other Provinces too. 

MR. RICE: There is one matter I want 
to ask the Doctor about that I overlooked: Has the 
Connaught Laboratory rhe t complaints from 
other companies complaining that Connaught Laboratories 
are selling products at a price which is too low? 

DR. FERGUSON: No. 

THE CHAIRMAN : Are there any other questions 
from interested parties? Well, Dr. Ferguson, thank 
you very much for coming before the Committee. de 
like the way your brief is prepared, and presenting 
it to us in this way it facilitates the work of the 
Committee, and enables us to follow your presentation. 
It may be that in the weeks ahead we would like -- 
we might ask you to come back and amplify some matters 
which may be raised at a later date. 

I had in mind also the possibility of a 
visit to the Connaught Laboratories. _ Could that be 
done (A) without interfering with you and, (B) without 
getting any rare disease? 

DR. FERGUSON: We would be very careful 
of you to see that you didn't get into any danger 
areas, and we would be very happy to have you visit 


us. 


I should point out to you now we operate 
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from three locations. We have the insulin plant 

in this brick building, 150 College Street. We have 
our office building and packaging and penicillin plant, 
long empty and unused on Spadina. That is in the 

Old Knox College on Spadina Crescent. We have perhaps 
the largest single group of structures up at Steeles 
and Dufferin. 

A tour might be donea half hour. quick tour 
through the insulin plant, a half hour for going through 
the Spadina division, and up Dufferin, maybe an hour 
or two looking around the grounds and some of the 
buildings there. About a half day's job and it is 
pretty hard work. 

THE CHAIRMAN : That might be of real 
interest to the members of the Committee, and there is 
no doubt the Secretary will be in touch with you. 

Well now, this would appear to conclude the 
sittings for today. On Monday we will hear the 
presentation from the Canadian Pharmaceutical 
Manufacturers Association, and observing the problems 
that go with a Monday morning, would 11 o'clock be 
acceptable to all the members to start? 

MR. WHITE: I can't be here Monday. 

MR, BRYDEN: Mr. Chairman, before you 
adjourn, were copies of that brief to be presented? 

THE CHAIRMAN: Yes, I believe they are 


available. We will now adjourn. 


--- Hearing adjourned. 
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--- On resuming at 11.00 a.m. 


THE CHAIRMAN: 


Gentlemen, this morning we 


will receive the brief from the Cannzdian Pharmaceutical 
Manufacturers Association. 


Mr. Hume? 


MR, HUME: 


Mr. Chairman, 
the record, 


thank you. 


For 
sir, my name is F. R. Hume. 


I am appearing 
this morning as counsel for the Canadian Pharmaceutical 
Manufacturers Association. 

The brief will be presented by Mr. Stanley 


N. Nesbitt Conder, who is the general manager of the 
Association. 


Following the presentation of the brief, with 
the Chairman's permission, 


I discussed this with my 
learned friend Mr. Rice, 


Doctor Brian Dixon will make 


some comments on his Economic Analysis without reading 
it in full, and I also would like to advise the 
Committee that present this morning is Mr. Henry J. 


Brown who is president of this Association, 


from Montreal. 
THE CHAIRMAN: Would you like to introduce 
them, Mr. Hume? 
MR, HUME: 


Mr. Conder is the gentleman who 
will be presenting the brief. Doctor Dixon of Queen's 
University is on my left, and Mr. Brown is behind me, 
Si: 


I should now like to call on Mr. 


Conder to make 
the presentation on behalf of the Association. 
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REPRESENTATION 
On behalf of the 
CANADIAN PHARMACEUTICAL MANUFACTURERS ASSOCIATION 
by 
STANLEY NESBITT CONDER 


General Manager 


Mr. Chairman and Members of the Select Committee 
on Drugs: 

I am Stanley Nesbitt Conder, General Manager 
of the Canadian Pharmaceutical Manufacturers Association. 
With me today are: 

F. R. Hume, Q.C. Hume, Martin & Allen, Toronto 

General Legal Counsel, C.P.M.A. 

Brian Dixon, Ph.D., Assistant Professor, 

Commerce & Business Administration, 
Queen's University, 
Eeonomic Consultant, C.P.M.A. 

These gentlemen are serving today in their 
capacities as consultants to our Association. Tr eeueee 
your permission to call on them for answers to questions 
of a professional nature which may arise during or 
following this representation. 

Also presented with this brief is an independent 
economic report on the pharmaceutical manufacturing 
industry, prepared by Dr. Brian Dixon. This economic 
report has been filed with your Committee in support of 
our representation, under Appendix E. Dr. Dixon is pre- 


pared to answer any questions from the Committee concernin 


his report, following this presentation. 
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INTRODUCTION 

The Canadian Pharmaceutical Manufacturers 
Association was founded in 1914, and was incorporated 
under the Dominion Companies Act in 1959. It represents 
54 companies engaged in manufacturing and distributing 
ethical pharmaceutical preparations in Canada. The term 
"ethical" refers to drugs dispensed on doctor's pres- 
cription, as different from proprietary or patent 
medicines which are sold over the counter. As might be 
expected, some of our companies also make proprietary 
medicines to varying degrees, but our Association does 
not represent this field of medication. 

Membership in the Association is by company, 
including both full and peabeiees members. Full member- 
ship comprises companies which manufacture and distribute 
under their own name in Canada. Associate membership 
comprises companies which do not as yet menufacture in 
Canada, but which are subsidiaries of recognized and 
reputable corporations. When we introduced this system 
of membership in 1955, there were several companies in 
the Association which might be considered suppliers to 
the industry. These companies would not be eligible 
today, but we permitted them to retain membership ip view 
of their many years of active participation in Association 
affairs. Thirty per cent of our full voting members 
are wholly-owned Canadian companies. 


A list of the membership is attached under 


Appendix A. 





In preamble, I wish to thank the Committee for 
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1 
é giving our Association this opportunity to appear before 
3 you. We requested permission to make this representation, 
4 with the hope that it would be of assistance to you in 
5 your deliberations and, at the same time, to present a 
6 complete and factual account of pharmaceutical manufac- 
7 turing in Canada. I propose to show that: 
8 Ls, Canada's pharmaceutical manufacturing 


9 industry is operating in the best public interest, and 
10 and that profits are consistent with good business 

11 practice. 

12 oa As a supplier to the medical profession, 
13 the industry has been a major factor in helping to 

14] reduce humen suffering and eradicate diseases and ill- 
15|| nesses. 

16 oo Prescription drugs are one of the best 
17 buys d Janene cbict Canadians, that prices in general are 
18 not out of line with the present standard of living, and 
19 that drugs have actually lowered the cost of illness to 
the patient. 

A As a result of their highly competitive 
nature, Canadian pharmaceutical manufacturers have 
consistently reduced prices to the lowest levels possible, 
while maintaining quality products and promoting dis- 
covery and growth. 

aie That pharmaceuticals made by brand name 
companies located in this country afford Canadians the 
greatest single assurance of the finest and most effective 


medication available. 





6 While drugs represent but a small 
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percentage of the total health bill, their cost in 
relation to medical and hospital expenditures in general 
has been distorted to the detriment of Canada and its 
eitizens. 

Tae And, finally, that the future of Canada 
as a leading scientific nation in the field of medicine 
depends largely upon a strong, competitive and growing 
domestic pharmaceutical manufacturing industry. 

Within this scope, I shall refer to the industry 
and the companies within our Association as a whole. 

You will appreciate that I cannot speak on behalf of any 
individual company, nor am I in a position to discuss 
pricing or trade practices of any firm or its products. 
THE ROLE IN DISCOVERY 

As Dean Norman Hughes stated in his excellent 
report before this Select Committee on June 14: "The 
pharmaceutical industry ... has played an increasingly 
important role in the research for new and even better 
drugs." 1/ 

The Hinchcliffe Committee's report to the U.K. 
Ministry of Health stated that, following Waksman's 
discovery of streptomycin under a drug company grant, 

" ,. all subsequent antibiotics have been discovered by 
scientists working in the laboratories of pharmaceutical 
firms." 2/ 

Dr. James Watt, Director of the National Heart 
Institute stated: "The major studies in drug discoveries 
of the past few years ... have been made within commercial 


pharmaceutical houses." 3/ 
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It would take a book in itself to explain in 
detail the countless life-saving developments which have 
come from the laboratories of pharmaceutical companies. 
The preceding statements by eminent authorities in 
Canada, the U.K. and the U.S.A. are but a few opinions 
of the pharmaceutical research undertaken by private 
enterprise. It is an accepted fact in the field of 
medical science that the pharmaceutical manufacturers 
throughout the world who are prepared to stand behind 
their names and products have a record of scientific 
achievement umparalleled in modern business, medical or 
social history. 

It is a matter of public record that these 
companies have produced more than two dozen antibiotics 
for the fight against infectious diseases, more than 25 
major tranquilizers to combat mental illness, 12-15 
major steroids now being used against inflammatory diseases, 
20 compounds for use in various treatments of cancer, 
and more than 30 drugs for use against heart disease, 
among others. 

Since the advent of the steroid era, more than 
20,000 steroid substances have been synthesized by 
pharmaceutical companies. Of these, only about a 
dozen have proved successful commercially and, because 
of continual improvement, the rate of replacement has 
been high. In another field, after thousands of failures, 
the industry finally produced the broad spectrum anti- 


biotics, commencing with Aureomycin and Chloromycetin 





in 1947, Terramycin in 1949, Tetracycline and 
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Erythromycin in 1953, Oleandomycin and Novobiocin in 
1958, and Declomycin and Syncillin in 1959. 

The results of the tranquilizers and anti- 
depressants in the field of psychiatry are now well 
known, and we take for granted the better analgesics and 
improved muscle relaxants which have also resulted from 
the laboratories of pharmaceutical manufacturers. 

The improvement in diagnostic agents has been 
a boon to the medical profession. Also, we now have 
dozens of new pharmaceuticals for the control of high 
blood pressure, and older drugs used to reduce body 
fluids have fallen before the more predictable and 
effective diuretics. New preparations based on con- 
centrations for use in atherosclerosis and amino acids 
in mental deterioration, are continually being studied 
and improved in pharmaceutical laboratories. 

Probably less dramatic, but certainly no less 
important to thousands of Canadians, are other drugs 
developed by the industry to help counteract certain 
deficiencies in people who otherwise are not technically 
4; dee In contrast to the pharmaceuticals previously 
mentioned, these drugs supplement dietary problems, 
improve strength or give some measure of physical relief. 
One of the best examples of these is the vitamins. 

According to the internationally-known 
pharmaceutical consultant, Paul de Haen, pharmaceutical 
companies marketed from 1950 to 1959, 415 new single 
chemicals. These were new single chemical entities not 


previously known. In addition, these companies also 
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marketed 2,372 compounded substances, which consisted of 
products having more than one active ingredient. In 
1959 alone, 63 new chemical entities were made available 
by the pharmaceutical industry. OF -thesé, 20 0r 3.1.7 

per cent came from Europe or were marked by firms in 
North America which are owned abroad. The remaining 

43 new chemical entities, or 68.3 per cent, were developed 
in North America, 4/ 

Nor was the development of these products a 
simple matter from the standpoint of scientific skill and 
cost. The law of averages in finding a new therapeutic 
substance is one in 2,865. In 1958, the U.S. industry 
worked on 114,600 different chemical substances in its 
laboratories. However, only 1900 of these potential 
drugs reached the stage of clinical investigation on 
humans. It has been estimated that probably less than 
40 of these became prescriptions, which is a ration of 
one in 2,865, 5/ 

Granted, there is some duplication of effort 
in the research and development projects being under- 
taken by the various companies, but this is a direct 
result of the competitive factor which is a trait of 
this industry. If you have 20 companies working on a 
substance for cancer, then the odds of finding a cure 
are 20 times greater than if this work were limited to 
one company. Rarely do two pharmaceutical laboratories 
follow precisely the same line of reasoning in product 


research, and it is this difference of opinion and 





competitive effort which has produced the mushroom of 
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pharmaceutical discovery as we now know it. 

When one company does find the solution and 
markets its product, the other 19 have in effect lost 
the race, They can fold their efforts on that line of 
investigation, and amortize the cost over their other 
marketable products. Or, which is more often the case, 
they can concentrate even harder on their line of reason- 
ing with the hope that they will come up with a better 
drug. As an example of the cost involved, one U.S. 
company recently stated that it estimates the total 
cost to date of its work on products that have not turned 
out successfully, is approximately $37,000,000. And 
this is but one firm 6/ 

I mentioned earlier that pharmaceutical manu- 
facturers marketed a total of 2,787 new single and 
compound products from 1950 to 1959. During this same 
period, they introduced 796 duplicate single products. 
There are many reasons for this. In some cases, a man- 
ufacturer develops a competing drug to sustain his 
sales which are the very basis of his high-risk research 
and development programs. 

In other cases, he is trying for a new im- 
provement over an existing drug. Products of the same 
general grouping often vary according to effectiveness 
and toxicity or side effects. For instance, one drug 
may be more effective than another, yet it may also 
have more side effects. In selecting a drug, a 
physician must decide whether the patient's condition 


is serious enough to warrant use of what might be termed 
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a more effective drug. At the same time, the physician 
must also determine whether the patient can tolerate 
the side effects involved. 

As an example of this, the next page contains 
a chart listing fifteen psychopharmacological agents 
used in psychiatry and available in Canada. Seven of 
these drugs are used for both psychosis and neurosis, 
two are for both neurosis and depression, one for 
psychosis alone, two for neurosis alone and three for 
depression alone. While of the same general family, 
these drugs nevertheless have: five different applications. 
More important, the chart shows tle complications or 
side effects peculiar to each drug. 7/ 

Almost 45 per cent of the prescriptions written 
today could not have been filled five years ago, because 
the drugs did not exist. The obsolescence rate on 
pharmaceutical products is extremely high as a direct 
result of the continuing efforts of manufacturers to 
find a better and more competitive product. 

The classic example of this is cortisone. 

When cortisone was isolated in the Mayo Clinic in 1935, 
it was turned over to a pharmaceutical manufacturer for 
synthesizing. After 14 years work, the company finally 
found a solution to the problem. This was a costly 
36-step process, using animal bile. The product was 
placed on the market. 

In 1952, two different companies announced a 
fermentation process and an economical synthesis, 


respectively, for producing cortisone. Almost immediately, 
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a fourth company reported success with a pure form of 
ACTH, the adrenocorticotropic hormone which stimulates 


the adrenal gland to produce cortisone. 


Complications or 


Side Effects 
* Nonserious side effect occurring rarely. 
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NEUROSIS AND DEPRESSION 
"Ritalin" (Ciba) 








"Equanil" (Wyeth) 
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DEPRESSION 
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Ref: Psychopharmacology Service Center, 
National Institutes of Mental Health. 
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In 1953, a fifth company found a series of 
cortisone derivatives, some of which were more active 
biologically than cortisone itself. Two months later, 
a sixth company with laboratories in Mexico, disclosed 
it had found a low-cost process for producing cortisone 
from Mexican yams. Then a seventh company announced 
still another practical synthesis of the hormone. 

This eventually resulted in a variety of 
products some with different actions, and more economical 
methods of producing the drug in quantity. The net 
result was that within two years, the price of cortisone 
dropped almost 90 per cent. And the original company 
which had produced the first synthesis, and with it the 
first practical application of production in quantity, 
lost 14 years work and a considerable investment. 

Surprisingly, discovery is not by itself the 
end result of medical research. Equally important, 
is finding the means of mass-producing the drug in 
quantity to make it available to medical practitioners 
everywhere, and this is one of the vital roles of the 
pharmaceutical industry. The most expensive drug in 
the world is the one which lies idle in the laboratory. 
This was typical of penicillin, which remained dormant 
for some 15 years before the pharmaceutical industry, 
with wartime government support, found a means of 
producing the first antibiotic in quantity. Incidentally, 
in respect to penicillin development, the industry put 
up three times more money than the U.S. government did 


on this crash program, in addition to supplying almost 
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all of the experience and intellectual resources 
required. 8/ 

By the very nature of tne business, pharmaceuti¢al 
manufacturers must keep steadily increasing their 
efforts in the pressing race for still newer and better 
medical products, in order to maintain the competitive 
position so essential to the companies! future growth, 
and the health of generations yet to come. 

CONTRIBUTION TO PUBLIC HEALTH 

I now wish to explore the contribution this 
discovery has made and is making to the public health 
in Canada. As my first reference, I wish to offer a 
public statement made by the late Hon. Brooke Claxton, 
Vice-President and General Manager of the Metropolitan 
Life Insurance Co., at the close of 1959: "As the 1950's 
come to a close, we should take note of the marked 
health progress made during the decade. Particularly 
noteworthy have been the gains made against infectious 
diseases, resulting ina large measure from the use of 
the antibiotics. 

"Marked gains have been made in reducing 
tifantdmortality.« Theoser rate wascabout 3 Ooper 1,000 
live births in 1959, a decrease of nearly one-third 
since 1949, Even more rapid has been the reduction of 
maternal mortality, the rate in 1959 being about 0.5 
per 1,000 live births. The savings in lives resulting 
from these favourable trends have been especially large 
pecause of the record number of births in recent years. 


"The chronic diseases of middle and later 
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life comprise the major health problems of the Canadian 
people. The diseases of the heart and arteries are 
responsible for nearly half the total mortality. Cancer 
ranks second as a cause of death. A great deal of 
research is now under way to determine the causes, and 
the methods of preventing and treating these diseases. 

"With the accelerated pace of medical research 
and the continued rise in our standard of living we can 
look forward to further progress in the health of the 
nation." 9/ 

The Pulse of Modern Medicine of Canada 
recently conducted a mortality study of 16 major diseases 
over a 15-year period ending 1957. The results showed 
that some 13,000 Canadians died of these diseases, which 
was a decline of 62 per cent over the period. At the 
mortality rates prevailing 15 years earlier, some 34,000 
people would have died in 1957. This meant then, that 
21,000 Canadians were alive in 1957 as a result of some 
phenomenal good furtune. 

In commenting on the factors which contributed 
to this "good furtune", the editor of the publication 
offered: "  ... @ greater pre-disposition to visit the 
doctor earlier; greater emphasis on the role of 
nutrition; wider use of vitamins and other nutritional 
supplements and new insights and techniques available 
to the physician. New pharmaceutical products - 
particularly antibiotics and biologicals - have played 
a major role (perhaps the major role) in the advance 


against these diseases." 10/ 
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In the 15 years through 1957, the death rate 
from typhoid fever dropped 93 per cent; tuberculosis, 
85 per cent; whooping cough, 85 per cent; bronchitis, 
72 per cent; influenza, 65 per cent; measles, 45 per cent; 
pneumonia, 39 per cent; diabetes mellitus, 57 per cent; 
and, anaemias, 49 per cent, to name but a few. aly 4 

While vaccination for immunization against 
typhoid fever was used extensively during World War II, 
there was no essential change in the mortality of the 
disease from 1847 to 1947. In 1947, however, 
Chloromycetin was discovered and this led Arthur L. 
Bloomfield to state in his book, A bibliography of 
Internal Medicine - Communicable Diseases: "Thus 
typhoid fever at long last has been to a large extent, 
mastered by medical science.” 

In the early 1900's, McCrae described having 
seen more than a thousand cases of scarlet fever a 
year at the Alexandra Hospital in Montreal, with a death 
rate of 8.7 per 100 cases. ben Treatment remained 
largely unchanged until the dawn of the antibiotic era. 
Physicians who graduated prior to World War II will 
remember countless cases of classical scarlet fever 
during their internships. Antibiotics have made this 
disease so rare that some present graduates may not have 
even seen a case of scarlet fever. 

In the period from 1950 to 1959, the 
mortality rate of pernicious anaemia dropped 65 per cent. 
137 At one time, before liver therapy was understood, 


pernicious anaemia was fatal. In many patients, death 
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occurred in one to three years, although occasionally 
a patient would live as long as 20 years, 

In the initial stages, whole liver was used 
to produce remission in pernicious anaemia. However, 
this required the patient to consume unpalatably large 
amounts of liver. The pharmaceutical industry 
subsequently produced various liver concentrates, and 
overnight the prognosis in pernicious anaemia was 
revolutionized. But two problems existed: The concen- 
trates were required in large volume, and they often 
produced hypersensitivity. 

In 1948, the pharmaceutical industry isolated 
and manufactured vitamin B,5 which has largely replaced 
the use of liver extract in pernicious anaemia. Not 
only is the vitamin cheaper, but it can be: used in 
smaller amounts, and sensitivity reactions are most 
unusual. This vitamin is presently administered by 
injection. 

Recently, new preparations called vitamin Bio 
with intrinsic factor concentrate have been developed 
for oral use, but creation of antibodies to intrinsic 
factor has so far limited the duration of usefulness 
to the patient. This problem is now being worked on in 
the laboratories of the pharmaceutical companies, and 
we should soon realize a successful oral treatment for 
pernicious anaemia. 

As I mentioned earlier, cancer now ranks 
second as a cause of death and the medical treatment of 


malignancies has become of prime interest to the drug 
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2 companies. At present, surgery is the main source of 

3 treatment. However, surgery has now been improved 

4 through advancements in anaesthesia, and the control of 
5 infection by a variety of antibiotics. In fact, Hussar 
6 & Holley consider that no field of medicine has bene- 

7 fitted more from the new antimicrobial agents than 


8 surgery. 14/ 


9 In addition, certain tumors are now being 

10 treated with pharmaceuticals in place of surgery, and 

11 the side effects of radiotherapy which can prove serious 
12 to the patient are often combatted with anti-emetic 


drugs. About five years ago, the corticoids were found 
useful in treating certain elements of carcinoma, but 
again side effects produced problems. The continuing 
change in steroids, however, is gradually overcoming 

this problem of toxicity permitting, in some cases, 
larger doses of the drug. New compounds have been 

found which have marked anti-tumor effects on Bee Ge 
but which prove too toxic for human use, the main bugaboo 
in most areas of pharmaceutical investigation. 

The use of radio-isotopes on malignancies has 
gained considerable headway over the past decade, and 
some of our scientists believe that this may eventually 
lead to the discovery of new drugs. Pharmaceutical 
companies are using radio-isotopes in research work, 
and a proportionate share of exploration in this com- 
paratively recent field is being done in Canada. 

Some medical authorities feel that there will 


never be a single cure for cancer, but that a combination 
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of surgery, radiotherapy, chemotherapy and/or hormone 
therapy will eventually produce a solution. In any 
event, many scientists are of tke opinion that this will 
be one of the next major breakthroughs in the field of 
pharmaceuticals, and a considerable amount of research 
is being done in this area at both the pharmceutical 
company and university levels. With hope in mind, 
screening of new substances by pharmaceutical companies 
now invariably includes checks for anti-tumor effects. 

It was recently reported that about 50,000 
clinical compounds in respect to cancer are being 
tested annually, and that clinical trials of some 110 
drugs are now undpr way on more than 8,000 patients. 15/ 
The answer will eventually be found. It is now a weetee 
of time. 

Treatment of tuberculosis in Canada underwent 
a radical and dramatic transition following the intro- 
duction of streptomycin in 1946 and more recent drugs. 
It has been reported that one in four discharges from 
hospitals in 1947 was by death, while in 1957 this had 
dropped to less than one in 20. Modern pharmaceuticals, 
combined with improved surgical procedures have produced 
a miracle in the treatment of this disease. 16/ 

As a result of our modern way of life, mental 
illness has become one of our most serious problems. 
Until the advent of the tranquilizers, or ataractic 
drugs as they are known in the industry, little could be 
done for the psychotic patient. Lucid moments were then 


made possible by insulin shock or electric shock 
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treatments, so that Deven d hase oe could be applied. 
But insulin shock therapy involved putting patients 
into a coma, and some could not be given this treatment 
for medical reasons. Others did not respond to it. 

Electric shock proved more successful, but 
it carried with it the hazard of spinal fractures, 
suspension of breathing, loss of memory and terror on 
the part of the patient. In the most severe cases, a 
third form of surgical treatment, called prefrontal 
lobotomy, was occasionally used. This often had dramatic 
results enabling the patient to return home and function 
in a social framework, but at the cost of his creative 
imagination, his ambition, his drive and, in fact, his 
personality. 

The development of the ataractic drugs over 
the past decade has provided a completely new way of 
reaching the psychotic patient. Not cures in themselves, 
they nevertheless help the psychiatrist to reach and, in 
some cases, to rehabilitate the mentally ill. 

Over the past year or two, some physicians 
have been expressing alarm at the growing number of 
fatalities resulting from penicillin-resistant germs 
or staphylococci, and I recall one pharmaceutical 
company executive urgingin April of this year the "the 
need for improved antibiotics is obviously imperative" 
to combat this problem. 17/ A British pharmaceutical 
laboratory recently has developed a new type of 
penicillin which is capable of killing germs resistant 


to the earlier penic*llins. 
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And so the parade of pharmaceutical substances 
continues to progress, contributing to the public health, 
and adding to its record of having placed more life- 
saving drugs in the hands of the average man during the 
last decade than all of the government-controlled systems 
in the world combined.. As the Pulse of Modern Medicine 
of Canada stated: "Far fewer Canadians are dying of 
infective and respiratory diseases, appendicitis and 
diabetes. Thanks to new techniques and new products for 
treating these diseases, recovery is earlier, Thousands 
of Canadians living today owe their lives to the new 
medical insights, new techniques and new therapeutic 
agents discovered in the past 15 years." 18/ 

THE. REDUCED COST OF ILLNESS 

At the close of World War Il, people were 
saying: "If the country would only spend as much on 
research for life as it did on research for death." 

Since then, pharmaceutical manufacturers have spent 
phenomenal amounts of money in doing just that. From the 
health standpoint, Canadians are better off today than 
ever before in their history. 

As a result of modern scientific and technolo- 
gical advances in medicine, it now costs the average 
Canadian more to die than for medical care to stay alive. 
Funeral directors! fees, embalming services and casket 
alone average $700-750 in the Toronto area, and this does 
not include the monument or plot of ground. 19/ 

Until the early 1930's, it cost the pneumonia 


victim at least this amount to stay alive, as a result 
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of loss of earnings and medical costs, and even then the 
mortality rate was high. In those days, therapy comprise 
bed rest, constant nursing care and a variety of simple 
drugs for the relief of cough or pain, plus poultices 

or mustard plasters, hot water bottles and possibly a 
steam kettle to moisten the air in the sick room. The 
cost was high and the mortality rate was high. 

Today, most cases of pneumonia can be treated 
at home easily, safely and effectively with antibiotics 
at a cost, in some cases, of about $15. And the cost 
of these antibiotics is only a’ fraction of what it cost 
to have pneumnnia in the early 30's, and the resulting 
therapy which was largely hope. This transition has 
occurred within the life span of everyone in this room 
with the exception of the ladies. It now costs less to 
stay alive today than ever before, and considerably less 
than it costs to die. 

Through its constant research and development 
programs, and its mass-production facilities which place 
new drugs in the hands of the medical profession 
immediately they are available, the drug industry is 
playing a major role in maintaining the health of the 
nation. By lengthening life span and shortening 
mortality, pharmaceuticals have indeed produced the 
modern version of the Fountain of Youth. They have 
helped the medical profession to reduce the overall cost 
of illness to the patient, through less time spent in 
the hospital, less time spent in illness and less time 


spent away from the job. 
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It now costs the average Canadian less to be 
sick today than ever before. Furthermore, the increase 
in wages has outstripped the increase in drug costs 
thereby enabling the Canadian worker to buy more drugs 
with less work. 20/ 

And the economic benefits to the nation 
resulting from this are incalculable. The success 
achieved in the battle against tuberculosis alone has 
been such that patients who previously would have spent 
years in sanatoria are now living useful, productive 
lives. Instead of a burden to the community, they are 
gainfully employed contributing to the tax income. By 
the same token, the ataractic drugs have contributed 
largely to the revolution that is underway in our mental 
hospitals. Here again the average duration of hospital 
stay has been reduced considerably. 

The committee headed by Sir Charles Hinchcliffe 
in Britain urged that greater emphasis be ieee es the 
benefits that have derived from modern pharmaceuticals. 
It was pointed out that thousands upon thousands of beds 
have been emptied, that the duration of hospital stay 
and incapacity has been greatly reduced, as a result of 
modern drug discoveries. When one considers the 
suffering and personal distress brought about by in- 
fections, the cost of treating the patient dwindles 
into insignificance. 21/ 

The next point to consider in the reduced 
cost of illness, is the relationship of medical care 


costs in Canada with those of other nations, and the role 
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of drugs in this respect. 

According to a study recently published by 
the International Labour Organization, a United Nations 
agency, Canada offers its people one of the lowest 
medical care costs in the world. Comprising an analysis 
of both publicly and privately financed health care in 
11 countries for the year 1955, the study shows that 
total medical care costs in Canada are lower than in 
the United States, England and Wales, France, Norway,Denmark, 
West Germany, New Zealand, Belgium and Italy. 

The only country in the study which showed a 
lower percentage cost was the Netherlands and, as you 
will notice from the following chart, we were indeed a 
close second. Total expenditures in the survey included 
hospitalization, doctor's fees and drugs, and the cost 
of care was computed first on a national basis and then 


converted into a percentage of the average income. 


Country Cost 
Netherlands 1.51% 
Canada ear 
Italy 1.66 
Belgium Pd ft 
New Zealand 1.74 
United States T.79 
Denmark Le 
England and Wales 1.37 
Norway LeeL 
France 1.98 





West Germany 2.15 


— as 


_ 
_ 




















yd barielidug yivaeses ybuve & o7 wanheeaen 


tanot sat to eno sfiqeeg sel erst to shbsnsD ones | 
- 
| steyiens we antetrqndD .ofsow ade af eYeoo st89 tastbem | J 
: ; YPED ; Leeq O80! (f° A evevirdg i us iad iwQ dtod 10 
‘ ri 
| roms awode ybute oct .Ce@l 2899 eft rot setrgmves Li, 
| wed : -; 1! efgweo eveo, [sotbom Isvo? 
dee frit ait my ei es" ~o0. BF iIMje WEE an Pa) a0 Ic bed inv edz 


7 
_ hee motarst ,dnelsel walt . ynanrred Jase 
a 


| ori w teon sxetasored sawol 





bttooek e8ols 


onelaes wot 


ey rsonge bet inv » 7 





ar emned 7 


gelsW bua bean A 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Conder 1058 





in reporting on the results of the study, 
it was stated: "The present study does not bear out the 
commonly held belief that there is a general tendency 
for all medical costs to rise. It rather indicates that 
they have not risen any faster than national income 
although hospital costs show a certain tendency to 
outstrip the rest." 22/ 

If Canada has such a low average cost for 
medical care, then what is the relationship of drug 
prices in respect to other elements in the health care 
picture? 

Significantly, drug prices in Canada have 
shown a smaller increase on the consumer price index 
than any other single element of health care. At the 
end of 1959, the consumer price index for all commodities 
was 126.5; the index for hospital rates was 204.7; that 
for physician's fees was 141.7; prepaid medical care 
plans, 168.5. The overall index for health care was 
154.5. Yet the index for drugs was only 124.1, repre- 
senting the lowest increase of all. 23/ 

It appears, then, that the effectiveness of 
modern drugs has reduced the cost of illness to the 
patient, and helped the economy of the family and the 
nation. Medical care costs in Canada are lower than 
those of many other nations, and yet drugs have remained 
the lowest item in the health care picture. 

THE PRICE OF DRUGS 
In 1935, Dr. James Warbasse wrote: "Inadequate 


knowledge of the facts of medicine possessed by society 
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leads people into costly errors." This is the crux of 
complaints about the so-called high cost of drugs. The 
fact of the matter is that people do not like being ill, 
\ 
or, even less, having to pay for that illness. At the 
same time, they cannot be expected to know the behind 
the scenes story of the pharmaceuticals their doctors 
prescribe, 

It takes only seconds to say that "drugs cost 
too much", but it takes hours to explain the economic 
and scientific factors involved. We have now considered 
their value and relationship to other elements of health 
care, As a further step towards clarification, let us 
take a look at the cost of drugs in general. 

The cost of producing drugs has increased over 
the years, but so has everything else. It now costs 
our companies more to buy the materials with which to 
manufacture the drugs, production and quality control 
equipment has increased in price, and the thousands of 
employees in our pharmaceutical laboratories are making 
higher wages than ever before. And it is an economic 
fact of life that when costs increase, they must be 
absorbed or affect the price of the product. This 
applies in any business. 

The significant point, however, is that the 
rise in the DBS consumer price index for drugs is not 
out of line with that of other consumer products, and 
less than many. During the 20-year period from 1939 to 
1959, the drug index increased only 45.1 percent, and 


this was much lower than that for any other single 
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element of health care. Compare this with the percentage 
increase in other items for the same period, such as 
milk at 110:6 per cent, bread at 147 per cent, butter 

at 143.3 per cent, round steak at 297.4 per cent, men's 
haircuts at 238.2 per cent, newspapers at 104.2 per cent, 
and street car and bus fares at 112.1 per cent, among 
others. 24/ 

The price indexes of these assentials all 
increased more than that for drugs. Yet it was during 
this very period that the pharmaceutical companies 
introduced the countless new antibiotics, biologicals, 
ataractics and other therapeutic substances which are 
now taken for granted. 

Unlike more stable products, however, the life 
span of a drug product may be comparatively brief. An 
effective improvement invariably makes an existing drug 
obsolete, and most companies work constantly to turn 
out a better product than the one they have on the market, 
to ensure that the competition does not get the edge on 
them. As a result, the turnover of drugs is extremely 
high compared to other consumer products. 

This presents a problem in comparing the rise 
or fall of prices over a given period of time. For 
instance, the DBS price index shows that drugs increased 
45.1 per cent over a 20-year period. Yet, as was pointed 
out, almost 45 per cent of the prescriptions written 
today were not available as recently as five years ago. 

New drugs placed on the market may at first 


carry a higher price in order to contribute to the 











“gin: 






lepedaesroy Sit dite ated enaqenoD | ,etR6 , dtteont - 


| # 


¥ 
; | a @ bd Sea ,?nss 324], HE te heend Ineo T9q a, OL a8 ae 
: 


ye cn : 























7 . s 
as deve .boieag shies off TOT emett wedfo at ae 


a2 
sa 


a!) aan dn os teq ©, 7oS 7s wHSTS hrawey .ti99 T9q é. ear: ie 


_ | 
by dost vaq S/HOf' oe sdogagawen °,drieo Teq 6, BES re 


vin | a0 Ve 
3 | crows . then 19Q I. SEL de eenst sod Bae TeH cootts bras | 
= \ts Jered¥a ft 
| ak ae ane. wee’ easdd to eoxotat votag act 
| Bi LiruS mJ Y  Anurh sot fed? wanty e*rom boaseront 
So ‘riequieo Leotdveodmredtq org taeda bobreq yrev stag 
| 
vo 4> (atestagnietd .cottetdidns wen sasitapes: eng basuboxtnt 
. ave dottw wooos@edve eltsedarert? 1edteo baa solvesteis 
. ) _bedrners s0% neaded wor 
| 
: | wtit ad? ro oword ,wtoubong eldate ayo eating | 
| Taal leyvitereqwes sd yaw sopberd guab''s Pie) sige | 
. | 
| sepsis Mee a ‘ seven tidetosviit taemevougal ev itsetts 
| | fier 3 vionetenoo Arow eoianequea Ja0m DAs .atetoado 
- bait git ai? no oval. vod!’ ano ety maddy donbowg vesdad ‘ae 


rie be ieviipgiion eA? 2009 eres ot 


- 
} 
‘ 
- 
- 
a 
oe 
; 
~ 
- 
oA 
-, 


| eremerttne al weaut> Jo Wevontye ene Tier B BA ual | 
| MsUPOsSG TSABeyo “sido oF bersqmoo fight 
Seles 5 yaa ort Gaur s ort iatdott & avibnayg ally iy ce - 
( 
0% ani? iu botdeq nevis s evo ‘weatag ‘to raed 


; ae "¥ 
a | sonie- Snt aguni des swore 2ehot eoteg’ eat ‘ond 8 


aa 0) 







qaion g@ew ce .¢to¥ dolteq tsey-05 8 r0¥0 4 
‘* . * Reon kaw eeokiqh: nReng od? lc 390° ner 8 
7 ~ 
exesy owt 28 tivione ee etdetteve de 


is 
7 i cl i, 
& = 7 Le Ga Seiad 
_ 7 i ual 7 
- re 






oe 
_ er Rae 


se 






im 
=) 


ili 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Conder 1061 


2)| heavy costs involved in producing and introducing drugs. 


Ww 


As time progresses, prices drop. Consequently, while 


the consumer price index shows an increase for drugs, 


ANS 


5] small as it is, this does not necessarily mean that all 
6| prices are steadily rising. In many cases, some prices 
7 are actually declining for, as a result of competition, 
8|| price cuts are the historical rule in pharmaceutical 
9 “manufacturing. 
10 | In preparing for this representation our 
11| Association retained an accounting firm to conduct a 
12|| series of statistical surveys of our companies. In these 
13 surveys, the companies were asked individually for a 
14| sampling of price reductions over the years. From the 
15] hundreds of examples submitted, 90 products were 
16 selected at random in view of space limitations, and 
17|| are attached to this brief in Appendix B. 
18 The products concerned have been numbered, 
19|| and this is the manner in which I would prefer to have 
99 || them entered in the record. However, for the confiden- 
21 tial information of the Committee, I now wish to turn 
over to the Chairman a check list containing the names 
of the products concerned and their reference numbers. 
It will be noted from the Appendix that the 
percentage decreases in price are, in most cases, 
substantial. Jl offer this exhibit as evidence that 
pharmaceutical manufa turers in this country do reduce 
prices, 
According to an economic study of prescription 


prices in Canada in 1959, the average Canadian spent 
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only $7.50 of his personal expenditure on prescription 
drugs last year. In direct relation to prescriptions, 
he spent five times as much on tobacco, four times as 

much on radio and television sets, eight times as much 
on automobile operation, and saved 14 times as much as 
he spent on prescribed drugs. 25/ 

Obviously, drugs are but a small part of the consumer! 
purchases during the year. 

We hear much about the cost of the more 
expensive drugs, yet the facts show that these are only 
a small percentage of prescriptions. According to a 
national survey, the average cost of a prescription 
in 1958 was $2.78, while in 1959 it was $2.98. Of all 
drugs prescribed in 1959, 46.3 per cent’ cost $2.00 or 
less while 58.8 per cent were under $3.00, and 88.6 per 
cent under $5.00. Only 11.4 per cent cost more than 
$5.00, while 1.1 per cent cost more than $10.00, 26/ 

To summarize, drug prices have not risen as 
much as other segments of health care, they have not 
risen as much as many consumer essentials, they represen 
but a small part of the consumer's annual purchases, 
and the phaymaceutical companies are continually lowerin 
these angi 
THE INDUSTRY. IN GENERAL 

According to the Dominion Bureau of Statistics, 
Canada's medicinal and pharmaceutical preparations 
industry comprised 196 manufacturing establishments in 
1958. This inclues manufacturers of both ethical 


pharmaceuticals and proprietary medicines. Because many 
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1 
2 of the firms are small regional concerns, and in view 
3 eficertain product,overlapping; it is diffieult to 
4 arrive at an exact breakdown between ethical and 
5 proprietary companies. 
6 From experience, however, I would venture that 
7 about 7O are multi-line ethical pharmaceutical manufac- 
8 turers, as we understand the term, about 75 are multi- 
9 line proprietary manufacturers, and the balance are 
10 agents, wholesalers and retailers who also manufacture 
1 some medicinals plus packaging concerns and other 
12 suppliers. In addition, there are also a considerable 
13 number of companies and individuais which import 
14 pharmaceuticals into Canada, but DBS does not include 
15 these firms within this definition. 
16 In 1958, these 196 companies shipped in Canada 
7 a total of $155,000,000 worth of pharmaceuticals, 
18 proprietaries and certain other lines such as toiletries 
19 which are a secondary part of their business. DBS 
20 shows the actual production of medicinals, pharmaceuticals 
01 and biologicals for 1958 as $139,600,000 plus imports 
of $29,200,000, for a total of $168,800,000. It is 
23 further estimated that proprietary medicines account for 
24 approximately 22 per cent of this total which means that 
95 Canadian manufacturers and importers supplied in the 
26 neighborhood of $131,664,000 worth of ethical 
7 pharmaceuticals and biologicals for both human and 
28 veterinary use in 1958. 
29 Contrary to popular belief, no mere handful 


of companies controls the pharmaceutical and medicinal 
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manufacturing business in Canada. As Dr. Brian Dixon 
points out in Appendix E, the top 37 companies accounted 
for 84 per cent of the volume and 53 companies for 90 
per cent. The remaining 10 per cent of the business 

was shared by 143 firms. 

This ratio has remained fairly constant since 
1955, and the comparatively low concentration in respect 
to other industries further strengthens the highly 
competitive nature of pharmaceutical manufacturing in 
Canada. Incidentally, the fact that 143 firms share 
only 10 per cent of the market does not necessarily mean 
that they are small in relation to the areas they servic 
While small in comparison to the larger national 
companies, many of these firms are regional in character 
and their respective sales volumes in the area they supply, 
are often comparatively high in relation to the 
larger companies. 

As might be expected, pharmaceutical ae 
turing is considered by economists as a growth industry. 
This has been the result of the revolution in medicine 
over the past two decades and the continual change, 
development and discovery of drugs. A company intro- 
ducing a major new product to the market for the first 
time will undoubtedly realize a considerable jump in 
sales during the first one or two years. 

As competitive products appear, the sales of 
the first company start to account for a smaller per- 
centage of the market. This continuing process results 


in an up and down movement in sales for the individual 
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Will you comment on the items 


THE CHAIRMAN: 
Conder? 
This particular survey in 1959 


that are considered, Mr. 
MR, CONDER: 
was compiled from reports submitted by 43 companies, 


and those 43 companies would represent approximately 


83% of our total membership. 
The 1959 survey comprises 43 companies, 


whereas the 1958 survey comprises 28 companies. 
What was the name of the company 


MR, WREN: 
these figures? 
Henry Glover and Company. 
Ontario? 


11| that prepared 
MR, CONDER: 
THE 'CHATRMAN: OF Torrente, 
CONDER: Of Toronto. The total income 
Wages and salaries in relation to 


MR. 
The profit after taxes 


was $130,755,546. 

these were about 22.8% 
includes both the dividends and the amount retained 
These 43 companies employed 


in the business, 46.2%. 


6,446 people over the area. 
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company. As a result, a company in first or second 
place this year might conceivably find itself in fifth 
or sixth place next year. There being no monopoly on 
discovery, a medium-sized company today could find that 
it has become a major concern by next year. With the 
rising tempo of discovery, it is becoming increasingly 
difficult for even a big company to maintain its 
position in the market and, while pharmaceutical manu- 
facturing itself may be a growth industry, the rate of 
growth does not necessarily apply to individual companies 
on an equal basis. 

I might add that this constant fluctuation in 
products is the primary reason why it is not economically 
feasible to judge a company's performance by one or two 
of its large-volume products. If experience is any 
criterion, the sales of these products could plummet 
overnight, thereby changing the company's entire 
financial picture. Again, high-volume products must 
help support low-volume products and there are a con- 
siderable number of these in the catalogues of most 
companies. Accordingly, when looking at a company's 
finances, we must necessarily base our findings on the. 
firm's overall operations and not on one or two drugs 
which could be transitory in nature. . 

Referring again to Dr. Dixon's report, the 
industry's growth is particularly significant when 
compared to its prices, which we have reviewed earlier. 
The industry's performance indicates that its sales 


growth has been substantially one of physical increase 
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1 

2 in product sales rather than in price increases. In 

3 other words, the growth is a result of an increased use 
4 of pharmaceuticals created by discovery, rather than 

5 higher prices for essentially the same products. 

6 It is estimated that there are now some 9,000 
7 Canadians employed directly by companies manufacturing 

8 pharmaceuticals in Canada and that the salaries and wage 


9 paid to these employees annually is about $35,000,000. 
10 While not a large industry, pharmaceutical manufacturing 
11 nevertheless is a substantial employer. 

As is borne out in Appendix E, wage payments 
per worker in the pharmaceutical manufacturing industry 
have risen more rapidly than for the manufacturing 
group as a whole. This is caused by the large pro- 
portion of skilled personnel required in pharmaceutical 
manufacturing. Like other segments of secondary industry, 
this one is also being affected by imports from other 
countries. While this has not as yet resulted in any 
large-scale drop in overall employment, there are 
nevertheless some indications of uneasiness on the 
horizon. 

From 1957 to 1958, wages and salaries in the 
industry rose $1,200,000, but employment showed a 
decline of 150 employees. 27/ 

The:more current indications I referred to are events suc 
as this: Some years ago, a pharmaceutical manufacturer 
with faith in the economy of Canada invested in a 

plant on the outskirts of Montreal for the manufacture 


of penicillin, streptomycin and later cortisone in 
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addition to other fine chemicals. This provided 
employment for some 400 Canadians. 

As a direct result of imports from low cost 
countries, the company has been forced to close this 
phase of its operations in 1960, and the principal 
losers are the employees now out of jobs. I know that 
this has tempered the expansion intents of other 
pharmaceutical manufacturers, and this nat only leads 
to unemployment but it has a tendency to roadblock futur 
employment. 

Nine thousand employees of this industry have 
an important stake in this country and their cumulative 
purchasing power means much to the economy of the 
country and to the communities in which they live. 

Based on a formula developed by the CNR research 
department, these 9,000 employees account for a total of 
19,530 jobs as a result of their bearing on construction 
transportation, communications , finance, Ceuecnaee 
utilities and other services. 28/ And that is an 
impressive figure. 

To the best of my knowledge, our Association 
has never in its 46-year history, ever advocated higher 
tariffs. Nor has it been a member of the so-called 
protectionist bloc. But it is certainly disturbing to 
see the increasing purchases by aur Federal and 
provincial governments of drugs imported from other 
countries, at the expense of tax-supporting Canadian 
manufacturers and employees. I venture that the savings 


realized by purchasing imported drugs are not as great 
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as the taxes which would have been gained from Canadian 
companies and their employees supplying this same 
material. 

Statements were mdde last year to the effect 
that 90 per cent of pharmaceutical preparations used in 
CanaGca are imported. The fact is that only about 17 
per cent of the dollar value of all pharmaceutical 
preparations supplied in Canada in 1958 were imported. 
29/ To determine where our Canadian manufacturers stand 
in this respect, I surveyed a number of companies to find 
out what percentage of their products are manufactured 
in Canada. Of 28 replies received, 8 were from wholly- 
owned Canadian companies, 15 were from Canadian subsid- 
jaries of U.S. concerns, and 5 were from U.K. and 
European subsidiaries. 

The results showed that these 28 firms 
manufacture in Canada an average of 94 per cent of their 
products, and import only 6 per cent. Nor was fnere 
any significant difference according to financial control 
The Canadian-controlled firms manufactured 98 per cent 
of their products in Canada; the U.S. firms, 92 per 
cent; and the European firms 94 per cent. 

Furthermore, in addition to their manufacturing 
facilities, all of these companies maintain their own 
packaging operations in Canada and do an average of 96 
per cent of their packaging on the premises. These 
companies have a heavy investment in Canada and our 
economy, regardless of where their financial control is 


held, 
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INDUSTRY PROFITS 

I now wish to offer evidence that profits in 
Canada's pharmaceutical manufacturing industry are not 
exorbitant in comparison with manufacturing in general 
and, in fact, are lower than those of many other 
industries. 

You will recall my mentinning earlier that we 
retained an accounting firm to process a number of 
surveys for our Association. One of these surveys was 
for a breakdown of the sales dollar for the year 1959. 
The results appear on the following two pages. Compar- 
isons are shown for the year 1958 and while only 28 
companies replied to that survey, the percentages for 
1958 and 1959 are significantly close. For your 
convenience, I have placed in brackets following our 
industry's figures, the comparable percentages reported 
by the Canadian Manufacturers Association for all 


manufacturing industry in Canada during the same years, 
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EMPLOYEE BENEFITS (payments to 


pension plans, group life, 

sickness or hospitalization 

insurance, workmen's 

compensation, unemployment 

insurance, medical services, 

cafeterias, welfare funds, 

25-year clubs, etc.): 2,210, 906 1.7%(1.7) 


MATERIALS(including raw 

materials, finished and semi- 

finished materials purchased 

for resale, materials consumed 

in processing operations, and 

packaging and shipping 

materials; but not including 

plant supplies to be included 

in 6.) 42,190,377 32.3%(46.2) 


EXCISE AND SALES TAXES 

(included in 1 above, remitted 

or to be remitted to Dominion 

and other governments) s 7,788,665 6.0%(35.9) 


OTHER EXPENSES (including plant 
supplies, power, water, 
municipal taxes, maintenance, 
repairs to buildings, machinery 
and equipment (not including 
salaries and wages or employee 
benefits included in 3 above), 
office, administrative and 
selling expenses not included 
above, including charitable 
donations and interest expense): 30,597,562 23.4%(13.4) 


DEPRECIATION: 2,158,897 1.6%(3.6) 
TAXES ON INCOME (Dominion and 

provincial taxes on income): 7,895,781 6.0%(4.2) 
DIVIDENDS (or equivalent - 


distribution of profits only): 4,125,893 3.2%(2.5) 


RETAINED IN THE BUSINESS (that 
amount of the year's income 
not paid out in dividends or 


equivalent): 3,945,966 3.0%(2.6) 
TOTAL $130,755,546 100%(100) 
NUMBER OF EMPLOYEES (average over 

12 months period of fiscal year): 6,446 


TOTAL NET WORTH (capital 

stock - preferred, common, etc. 

- and total retained earnings - 

surplus and reserves) : $ 58,659,722 


LO7O 


1.8%(1.6) 


32.7%(46.5) 


5.1%(3.5) 


23.2%(14.2) 
1.5%(4.0) 


5.5% (3.6) 


5 .2%(2.8) 


3.3%(2.0) 
100%(100) 
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Conder 


LOT 1 


Canadian Pharmaceutical Manufacturers Association 


September 15, 1960 


RESULTS OF THE STATISTICAL SURVEY FOR THE YEAR 1959 


(As compiled from reports submitted by 43 companies) 
NOTE: The dollar values shown are for the year 1959. Percentages in 
relation to dollar value are shown for both 1959 and 1958, for 


comparison purposes. The percentage figures 


in brackets are the 


results of the Canadian Manufacturers Association survey for all 
manufacturing industry in Canada, for 1959 and 1958. The CPMA 
percentages for 1958 are the result of a survey of 28 companies. 


Percentages 
Dollar Value 1959 1958 
NET SALES (that is, gross 
sales, including sales tax 
where sales are made tax 
included less returns and 
allowances) FOR: 
a. HUMAN PHARMACEUTICALS 
(incl. all vitamins and 
O-T-C pharmaceuticals) : $ 96,516,511 73.8%(98.8) 80.5%(99.2) 
be. VETERINARY PHARMACEUTICALS: 2,100,597 1.6% 1.4% 
c. PROPRIETARY MEDICINES 
(patent medicines but not 
0-T-C pharmaceuticals) : 3,746,740 2.9% 1.0% 
ad. CHEMICALS: 9,942,419 7.6% 3.8% 
e. OTHER PRODUCTS 
(not listed above): 16,903,905 12.9% 12.2% 
g. OTHER INCOME: 1,545,376 1.2%(1.2) 1.1%(0.8) 
TOTAL INCOME: $130,755,546 100%(100) 100%( 100) 
f. NOTE: Participants reported 
that they manufactured Total net sales, or total income 
$973,830 worth for other less other income, was 


CPMA member companies. $129,210,170. 


WAGES AND SALARIES (all wages 
and salaries including 
management salaries, directors’ 
fees, payments to employees for 
holidays and in connection with 
profit sharing or production 
incentive plans, unless such 
payments are distributed only 
upon retirement of employee or 
some similar basis, in which 
case they are to be included 


in 3.): $ 29,861,499 22.8%(21.9) 23.7%(22.0) 
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It will be noticed that profits after taxes in 1959 
were 6.2¢ of the sales dollar, as compared to 5.1¢ for 
all manufacturing industry. Of this amount, about half 
was retained in the business for future expansion and 
3,2¢ was paid out to shareholders who financed the 
business. Compare this 6.2¢ profit with the 12¢ which 
was paid out in excise, sales and income taxes. 

Almost one quarter of the total sales dollar, 
24.5¢ went towards wages, salaries and employee benefits, 
while materials used in manufacturing accounted for 32.3¢. 
Other expenses accounted for 23.4¢ and depreciation was 
1.6¢. Comparing expenses to profits, it cost 
pharmaceutical manufacturers in 1959, 93.8¢ for every 
dollar's worth of merchandise sold. 

This profit figure is coincidentally supported 
by the Department of National Revenue, which allocates 
to pharmaceutical manufacturing a profit after taxes of 
6.5 per cent for the year 1958. Of 10 industries compare 
for average profit on sales over a six-year period 
ending 1958, pharmaceutical manufacturing placed fifth 
with a profit of 6.3 per cent, following alcoholic 
beverages at 9.7 per cent, tobacco at 8.2 per cent, 
carbonated beverages at 7.8 per cent, and wire products 
at 7.2 per cent. 30/ 

While the rate of return for other industries 
would appear to be turning upward, the pharmaceutical 
industry rates have levelled off and there are indication 
that the industry is facing a period of downward pressure 


on rates of return. 31/ This is certainly the case 
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in 1960. A considerable number of companies have been 
concerned about a falling off of sales in the first 

three quarters of this year. This could prove detrimenta 
to the industry, unless some extraordinary product 
development occurs to push the industry into another 
period of acceleration. 

Fortunately, this will not necessarily be 
immediately detrimental to the health picture of Canada, 
unless a similar levelling off occurs in other major 
nations, particularly the United States. The rate of 
profit return determines the amount available for 
discovery. While a drop in rate will effect the research 
and development picture in Canada, the fact that many 
Canadian firms are subsidiaries of U.S. companies will 
enable them to capitalize on developments within their 
parent companies, thereby keeping Canada abreast of any 
new medical discoveries immediately they appear. 

As the nation grows and the market for 
pharmaceuticals in Canada expands, domestic pharmaceutica 
manufacturers will be able to increase their research 
facilities accordingly and the nation will depend less 
and less on other countries for the advancements 
essential to the health of our people. This dependency 
will gradually disappear, but only if the Canadian 
pharmaceutical manufacturing industry continues to grow 
and prosper. 

Product obsolescence or the high rate of 
turnover of new products, peculiar to pharmaceutical 


manufacturing, carries with it a comparatively high 
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degree of financial risk. The non-economist might 

call it a gamble based on the factor of whether a new 
product is going to Eat its keep before it is replaced 
by, a ,more.effeetive drug. If the» produet lasts for the 
required period of time, then the company at least 
recovers its initial investment. But if a better product 
is introduced by a competitor before this demarcation 
point is reached, then the company loses and this loss 
of financial return can be considerable. If, for some 
reason, the product is not accepted by the medical 
profession, the company still loses its investment. 

This degree of risk determines the profit or 
return on investment in any competitive industry. If 
the risk of failure is low, then the profit can be 
correspondingly low. But if the financial risk is high, 
and the companies are required to continually bring out 
new products or lose ground, then the profit return must 
be sufficient to induce the firms to continue to invest 
in prospective new products. 

As Dr, Dixon points out, higher risk is expecte 
to bring higher rewards to compensate for taking the 
risk. This is the economic element in any growth industr 
It is evident, however, that the pharmaceutical manu- 
facturing industry's rate of return of 6.2 per cent is 
less than that of many other industries with similar 
risk patterns. 

This is further borne out by the high pro- 
portion of loss companies within the industry, which is 


another indicator of the risk involved in pharmaceutical 
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manufacturing. The percentage of loss companies in the 
industry over the six-year period ending 1958 was higher 
than that for all manufacturing industries. Ina 
sampling of 10 selected industries covering the same 
period, pharmaceutical manufacturing was second only to 
that of machinery. 32/ 

While a growth industry, the stocks of 
pharmaceutical companies are not generally considered 
"srowth stocks" in investment circles. Shares of 
pharmaceutical companies have shown a marked rise over 
the years, but this has been largely the result of the 
transition in volume wrought almost overnight meee 
introduction of the wonder drugs. For instance, the 
percentage increase in gross selling value of drugs 
manufactured in Canada from 1929 to 1939 was only 43 
per cent, while the snerease from 1939 to 1949 was 164 
per cent. 337 Contrary to prevalent opinion, the 
yield in respect to risk is not as high as many are 
stocks on the world market. 

In commenting on the "craze for growth" in 
investments, one international journal stated that some 
of the groups favoured by institutional investors, 
including electrical equipment, drugs, office machines 
and chemicals, sell at 15 to 20 times earnings, to yield 
between two and three per cent. Yet the so-called 
growth stocks, embracing electronics, "Jeisure" and 
sports activities, sell at anywhere from 30 to 100 times 


current annual earnings, and often provide ats hae? OT" 


nothing in dividend yield. 34/ 
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Looking at the industry's average profit from 
the patient's viewpoint, the 6.2 per cent is based on 
the manufacturer's sales dollar. The percentage of 
manufacturer's profit paid by the patient works out to 
slightly more than 3¢ of the retail sales dollar. 
Consequently, if the manufacturer's profit were taken 
away entirely from a product carrying a suggested list 
price of $1.00, the patient would still be paying O7¢. 
This 3¢ is a small price to pay for the free enterprise 
operation ehesekeoupesieivedens has been the primary 
incentive to the introduction of so many new and more 
effective drugs. It is also one of the reasons why any 
study of manufacturing efficiency must be limited betwee 
the cost of manufacturing and distribution and the 
selling price at wholesale, not retail. 

There are a variety of different methods used 
for considering profits of any industry. These range 
from profit on investment and profit on net worth to 
profit before and after taxes. I have selected profit 
after taxes for this presentation, because this is the 
yardstick used by our companies to determine the 
efficiency of their own operations. Furthermore, it is 
the one used by the Canadian Manufacturers Association 
in determining the average for all Canadian manufacturing, 
and this has given us an opportunity to compare 
pharmaceutical manufacturing in relation to all 
manufacturing for the year 1959. 

But regardless of economic theories and 


applications, the course of medicine in Canada is best 
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served by a variety of companies striving to outdo 
each other in finding new and more effective drugs. 
And this can only be done if the companies coubinus tO 
get a reasonable return for their efforts. Any industry 
must be profitable if it is to function in the best 
public interest. 

A considerable amount of publicity has emanate 
from the United States concerning mark-ups reputed to 
be in thousands of per cent. This makes good newspaper 
copy, but the allegation has more holes in it than a 
meat grinder. 

The allegation was briefly this: If you pay 
11.7¢ for raw materials and sell the finished product 
at $12, you have made a mark-up of 7,000 per cent: 
This is equivalent to saying that the wood in this table 
cost $2. but the table sold for $25, which means that 
the supplier concerned made $23. profit. I doubt whethe 
the carpenters who made the table would agree i this 
type of reasoning. Even a grade five student knows 
better. 

From the standpoint of our food industry, 
corn sells for less than a cent and a half a pound, 
yet a pound box of cornflakes costs us about 44¢. Does 
this mean that the cornflakes companies make 3,300 per 
cent? Or metals: Steel at the mill costs about Li¢ 
for 2.2 pounds or 1,000 grams. Yet .00054 of a gram of 
this steel in the form of a fine hair apring for-2 
watch 1s worth about $10.25. Both are steel, yet the 


percentage increase from raw material to finished 


piles: : 


nan 























“ a f | 
obtuo of gniviante. eotregnes to. ydetiey 8 a = e 
Agere evidoaTte sso ore wen gottiat? sk: ane ‘ 
ot sunivaoo aptnagmos env tt enob.ed gino mao ekid: baa | | 
videuhat wet .adrotte tien? tod aeves eldenoesen s tom 
taed adt of notions, ét at ot Ut eltatt tong ed seu 
| tagredal ottdeq | 
bot asiene eic yttotiidvg io. diwons elderebhferos Ay | os | 
| Of badge, aqu-aren gninyeotes jsetele beatin ed? mort 
; 
| Heqagewe: boo, eevrm etd! tae teq to abaseped? at ed 
| smarts cr ol e6fon avon sad potisagelia eat gud .veoo 
| cobting dem 
rPSq tude -etad?e wiitetad eeyv, dole¢egelis sdT 
“gubory hedetniy) sat fies bog elAlyvedem wed get Stobr 
Lingo téq 000,) to au-d rem’ Ss slam e7en Woy .8re ts 
etdat atadt ot beow Sov wed? yalygan ch dmeteviuge gk afar 


| frsay aneeg ‘iol Se got biew eldest ens dod .S%_ta0o 


—— 


abit o% vstas bluew afdst ent obem ow aneddeqrsa end 


Pwous Foabilta ev tt SO te 5 neva - Bi noe fet ‘to sayt 


pauls Siw fool T Cee «4 of shen banseonos wilqque ed? 
} 
i 
i 


‘“iteukol boot tho To telogbitade ene mort a { 
it ¢ tia 6 Bra tres « ned? enol 102 aca , 
aaat ROA Yoods ay etfoo emisltnseo to eed sawog  s8t - 
| { Pe Oye elfen sebneqmoo ussisltnasoes ond adic 1 eld 
RTL swede evaco flim ai? ts Isedh saladom 10 7 a © 13), 
jt mere 2 20. A000, tex .aneng 000 of htc ' <i 
ne a esta wc omen Eaote 


ide ae spies 





ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Conder 1078 





product AS 1,725,990,900 per cent. 

Prokhably the outstanding example of this in 
the drug industry is water used for injection purposes. 
Now water is about the cheapest raw material known. In 
fact, water used in one of these injectable containers 
costs only .O0OoOO4d. If the final package sells for 10¢, 
the difference between the cost and price would be 
2,500,000 per cent. However, most companies actually 
lose money on this product at 10¢, because of the work 
required to make the product. Here we must add to the 
raw material the cost of purifying the tap water, its 
packaging, sterilization, injection for sverility, 
rejection of lots found unsatisfactory in quality control, 
the wages and salaries of skilled labour, and overhead 
including light, power, insurance, distribution, shipping 
and taxes, among others. 

In processing, even distilled water must be 
tested for organic and inorganic impurities, and ae 
containers must be tested bacteriologically for sterility 
pefore filling. In addition, samples must be taken and 
injected into rabbits to test for pyrogens. When the 
ampoules are filled and sealed, they are then immersed int 
a dye bath to determine whether there are any indiscernibl 
eracks in ithe ampoules. If there are any such cracks, 
the dye will colour the solution and it has to be 
destroyed. This must be done with every ampoule sold, 
because the material goes into a patient's veins and any 
imperfection could be dangerous. If the ampoule of water 


meets all of these requirements, then it is released for 
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issue to the hospital. 

Raw materials are sometimes the lowest elements 
in the total cost of making a drug, and any attempt to 
praject the difference between raw materials and selling 
price as profit, must be recognized for what it is: 

A fallacious economic argument of the headline hunter. 
RESEARCH AND DEVELOPMENT 

When the chairmen of the boards of two major 
pharmaceutical manufacturing concerns in Canada extended 
an invitation to the members of this Committee to tour 
their facilities, this was not merely a co-operative 
gesture. These two companies have long held the opinion 
that if every Canadian could see just what goes on in a 
multi-line pharmaceutical plant, there would be virtually 
no complaints about the so-called high cost of drugs. 

A major pharmaceutical plant in this country is more than 
bricks, mortar and storage rooms. It is a complex 
composition of laboratory and production equipment, manned 
by skilled, technical and scientific personnel of the 
highest order. The reason for this, of course, is that 
pharmaceutical manufacturing is a science, both pure and 
applied. 

A study by General Electric Laboratories in the 
United States revealed that the ratio of scientists to 
general employees in the drug industry is three and a 
half times higher than in such major research fields, as 
the chemical, petroleum or electrical industries. Rey! 
While comparable figures are not available for Canada, 


we can assume that the ratio is equally high in this 
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country. - 

The per capita expenditure on all types of 
research in 1955, was $26, for the United States, $22. 
for the United Kingdom and $12. for Canada. 36/ This 
indicates that Canada has a long way to go in the field 
of, research before it can catch up to the U.S. and U.K. 
on a per capita basis. But there is no doubt whatever 
that we shall get there. It is merely a matter of time. 

In the field of drugs, the U.S. pharmaceutical 
manufacturing industry spent $170,000,000 on research 
and development in 1958. 37/ In 1959 this figure 
reached $197,000,000 in the biggest privately financed 
assault on ill health in history. 38/ It has been 
estimated that by 1970, the total support of medical 
research by private industry and government in the United 
States alone may well require annual expenditures of 
$3 billion. 39/ 

The fact that many of our Canadian ere compante 
are subsidiaries of U.S. firms, and a number of our wholly 
owned Canadian companies have research connections in the 
U.S., means that Canada will obtain immediately any new 
discovery or development which may arise from these 
substantial expenditures. In respect to a new drug, the 
speed of availability is the most important social and 
medical factor. Without these research connections, it 
would take time for us to learn the compositions ‘and 
processes involved, and during this time a considerable 
number of Canadians would inevitably die. 

As a nation, it isvour responsibility to future 
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generations of Canadians yet to come, to maintain a sound 
and efficient domestic drug manufacturing industry. 
Canada is still too small to consider competing with the 
United States in the field of drug discovery. But we 

are growing, and at a faster pace than the United States, 
as evinced by the percentage change in population from 
1953 to 1958, which was 14.8 per cent for Canada and 9.0 
per cent for the U.S. 40/ 

‘As our population rises, and the sale of drugs 
increases, our Canadian companies will be able, to spend 
more and more of their resources on research and 
development. But until that time arrives, we must use 
our own Canadian brand of intelligence and ingenuity, 
to ensure that our peeriecauit( nue to have the finest 
medication available. 

Prior to this hearing, figures on drug research 
and development in Canada were not available. In order 
to get all of the facts possible for this representation, 
we undertook through our accountants a survey of the 
work being done in this area by some of our companies. 
Time did not permit a comprehensive and detailed analysis 
of all companies. However, we were able to get answers 
to specific questions from about 30 firms, eight of which 
could not be used because of incomplete answers or an 
imbalance of return. This left us with 22 companies, 
and the results are most interesting. 

Of these 22 firms, 21 are actively conducting 
clinical research studies in this country, while 11 are 


engaged in some form of pure and applied research and 
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development in Canada. I might add that these firms 
include wholly-owned Canadian firms, plus subsidiaries 
Of.U GenUakKe and European companies. 

These 22 companies incurred a total cost for 
all drug and medical research and development in Canada 
during 1959 of $5,324,613, or 6.3 per cent of their gross 
gales, This was an increase of 13 per cent over 1958, 
when they spent $4,718,770, or 6.1 per cent of gross 
sales. As might be expected,the percentages varied from 
company to company, as is shown by the following 


analysis for 1959: 


RR. & D. as vg of Sales No. of Firms 
Under 5% 


From 5% to 6% 


From 6.5% to 8.9% 


te Gye Sb 


From 9.7% to 15.1% 


Apout half of this expenditure for both 1959 
and 1958 was actually incurred in Canada, while an equal 
amount was spent by foreign corporations on behalf of 
Canadian subsidiaries, as is shown by the following. 

a. Total amount actually spent in Canada. 

1959 - $2,500,165 1958 - $2,238,185 
b. Total amount spent by foreign control on 

pehalf of Canadian subsidiaries: 

1959 - $2,614,900 1958 --$2,288,757 

In addition, some Canadian firms underwrote 
special research projects abroad. This totalled 


$209,548 in 1959, as compared to $191,828 in 1958. 
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Of the total amount expended in Canada on research and 
development, 14 per cent or $347,697 was spent outside of 
the companies in 4959, as against $297,298 in 1958. 

Significantly, over the five-year period ending 
1959, these 22 Canadian companies were responsible for 
a total of $20,835,549 in research and development 
expenditures. For a country of our size, this is cer- 
tainly a substantial amount of money, and by no means 
includes that expended on behalf of all pharmaceutical 
manufacturers. 

As you know, clinical investigation refers to 
the testing of drugs on humans after the comparative 
safety and toxicity have been determined on animals in 
the laboratory. ‘The amount Spent by these companies on 
clinical trials reached $362,889 in 1959, an increase of 
20 per cent over the 1958 figure of $302,288. 

In addition to the amounts which might be 
-gonsidered internal expenditures, the companies also 
gave research grants to universities, hospitals, individual 
researchers and health research foundations, etc. These 
amounted to $327,784 in 1959, or 13 per cent above 
1958's $298,358. Grants to universities, however, 
increased by 27 per cent, while grants to hospitals rose 
12 per cent over the period. The total for research 
and development grants over the five-year period ending 
1959 was $1,142,276. 

These figures do not include the amount spent 
by foundations connected with and entirely supported by 


pharmaceutical manufacturers. Two companies reported 
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that such foundations had contributed in grants $50,500 
in 1959, $63,200 in 1958, and $285,200 for the five-year 
period ending 1959, 

The total capital expenditure on research 
and development laboratories and equipment located within 
Canadian plants was reported by 11 companies at 
$2,456,332 for 1959, as against $1,266,582 for 1958. All 
of the 11 firms reporting showed substantial increases 
over the year, and it will be noticed that this average 
increase was 94 per cent. This does not include the 
wages and salaries paid to the following scientific 
personnel who were employed in research and development 


work by the 22 firms: 


Type of Researcher 1959 1958 | 
ER ang 2 «00 sy, OF M.D. 76 74 
M.Se. or equivalent 18 18 
B.Sce., B.Phm. or equivalent 60 54 
Laboratory assistants, etc. 107 + LOD 
Total 261 246 


There ig no doubt whatever that the amount of 
money expended by and on behalf of Canadian pharmaceutica 
manufacturers is small in relation to that of our 
southern neighbour. But we are increasing at a fast pace 
as shown by the transition from 1958 to 1959: 

Total Drug research expenditures within Canada 

increased 12 per cent; 

Glinical research increased 20 per cent; 

Research grants to universities increased 2/ 


per cent; 
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Research grants to hospitals increased 12 per 

cent; 

Investment in Canadian-based research labor- 

atories and equipment increased 94 per cent; 

Employment of scientific personnel increased 

6 per cent; 

And the percentage of the gross sales dollar 

allocated to research and development increased 

from 6.1 per cent to 6.3 per cent. 

We in Canada have a truly great future ahead 
of us medically, scientifically and economically. We 
have been losing many of scientifically-trained personnel 
to other nations, but the incentives at home are 
commencing to improve. If we do not maintain this 
conducive climate in relation to our growth, we will in 
essence become a second-class research nation even though 
we may be large in population. If this happens, we will 
have no hope whatever of building a scientific nation, 
for scientists will not remain in a country which does 
not offer scope for jobs and advancement, and government 
cannot do this by itself. 

This might sound idealistic, but I can assure 
you that it is sincere. Il represent a young industry 
which is making a marked contribution to the health, 
economy and scientific well-being of a potentially 
great nation. And I ask you not for political or 
ecnomic favours, but merely for an honest understanding 
of what our companies have and are accomplishing for 


the good of Canada. 
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QUALITY CONTROL 

Several eminent men have, in their presentation 
before this Committee, commented on the subject of 
quality control in the production of drugs. I wish to 
present to you the viewpoint of the manufacturers in 
this respect, and by that I mean the companies with 
operating plants in this country. 

In Canada today, the reputation of the manu- 
facturer is still the best test of reliability, in the 
field of drugs as in other lines of endeavour. This-is 
recognized by most physicians and pharmacists, for the 
following reasons: 

It is vitally important that these pharma- 
ceuticals do the specific task required, with an absolute 
minimum of side effect. In this respect, there can be no 
margin of error, for either the physician, the pharmacist 
-~ or the patient. Few other products in the broad field 
of manufacturing meet the exacting requirements oe Py 
are the very foundation of the ethical drug. 

Nor is this an exaggeration. If a patient 
is suffering from a serious illness which can be cured 
by a specific drug, then it is absolutely essential 
that the drug be correct in every respect. In certain 
cases of emergency, time is imperative, and if the drug 
fails to do the job expected of it the consequences can 
be extremely serious. 

We have heard evidence before thts Committee 
that some drugs used in our hospitals have not been up 


to standard and that complaints have been received 
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regarding this matter. 41/ On the surface, it is 
laudable that this has been discovered and that steps 
are Saas eekie for the future testing of all medication. 
But we must remember that this is not a food which may 
have turned rancid, or a surgical instrument which has 
broken in transit. We are dealing with scientific 
preparations which in their most effective sense can 
mean a matter of life or death, and in their limited 
sense a difference between a short or long stay in the 
hospital. 

Aside from colour or size, the only way a 
doctor has of knowing whether a drug fails to meet its 
requirements, is after it has been given to the patient. 
So we find a substandard drug, but what about the patient 
in the meantime? The hospitals or the retail pharmacies 
are not the places to test the effectiveness and 
composition of drugs, regardless of the price, in the 
laboratories, our pharmaceutical manufacturers would not 
even take this chance with their experimental animals. 

The proper place to test and ensure the quality 
of a drug is at its source of manufacture, during the 
time it is being made. When it arrives in the hands of 
the doctor or patient, there should be = no question 
whatever about the quality of the drug. 

This responsibility hangs heavily on the 
shoulders of the Canadian, pharmaceutical manufacturer 
for the certainty of his control devices is the only 
real protection available to the doctor and the druggist. 


The physician and pharmacist do not have the complicated 
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equipment necessary to test the stability and effective- 
ness of modern medicaments. 

Statements havecbeon made to the effect that 
the Food and Drug Directorate checks and certifies all 
drugs offered for sale. This is incorrect, as was ver- 
ified on the floor of the House of Commons by the 
Federal Minister of Health, the Hon. J. Waldo Monteith. 
42/ We have in Canada a Food and Drug Directorate which 
is the finest enforcing agency of its kind in the world, 
and which employs some of the most outstanding civil 
servants to be found in the field of health anywhere. 
But it would be virtually impossible for the Government 
to check and certify every batch of drugs before it is 
sold. This would require literally thousands of 
inspectors, technicians and scientists, and it is just 
not practical. 

As a factual example of the effort which would 
be required, 23 Canadian manufacturers which I surveyed, 
produced 24,989 separate batches of drugs in 1959 and 
an equal amount in 1958. Based on this figure, I 
estimate that there are an absolute minimum of 76,000 
separate batches of drugs placed on the market by major 
companies in Canada each year. The sizes of the batches 
naturally vary according to the drug, and this figure 
does not include the countless small regional companies 
which, although their batches are much smaller in size, 
produced nevertheless a considerable number during the 


course of the’ year. 


Your provincial government purchasing agents 
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know that an order for 10,000 ampoules, for example, 
might comprise anywhere from 5 to 10 separate batches. 
And in quality control, Pou cannot merely take a sample |! 
from the 10,000 to determine purity and potency. You 
must check a sample from every batch, and it takes a 
considerable amount of time and money to test these 
samples. 

If the Federal Government were required to test 
every batch before release to the hospitals and pharmacieg, 
then it would be required to test a minimum of 76,000 
batehes per year, and this does not include the 
proprietary medicines or regional operators. Granted, it 
could be done, but only at a fantastic cost to the 
Canadian taxpayer. 

Statistics show that it cost the 23 companies 
mentioned earlier about $1,716,000 for their quality 
control testing operations in 1959. Projecting this on 
the basis of 76,000 and more batches, it would cost the 
Food and Drug Directorate an additional minimum of 
$5,370,000 annually on top of its present budget, and 
this does not include the millions of dollars which would 
be required for the laboratories and equipment with 
which to test the drugs. 

As was mentioned before this Committee earlier, 
the Attorney General's Laboratory has embarked on the 
testing of ataractic drugs on behalf of Ontario hospitals 
and intends to cover other drugs in the future. Thee 
apparently is being done as a protection to the hospitals 


in light of poor experiences with generic-name drugs, 
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as was specifically mentioned at the time. 43/ 

I urge you and the officials of the Department 
of Health to carefully study the potential costs of 
such an operation. Our companies have had considerable 
experience in this matter and certainly have effected 
all economies possible within their own operations. Yet 
the cost of quality control testing to the 23 companies 
concerned rose 7.4 per cent from 1958 to 1959. 

I might add that our companies are not the 
least bit concerned about government testing of the 
products they produce, as long it does not cost the 
companies more money. They know their products will 
meet the required standards. But the economy of testing 
generic name drugs appears false, even though the need 
certainly exists. 

Look at it from this standpoint: ff savings 
ean be realized by purchasing generic name products, 
then an incentive exists. But if you have to spend 
public money to test these products, then the cost of 
testing should certainly be added to the cost of the 
drugs. | 

From the economic viewpoint, the cost and onus 
of responsibility for the quality of the medication 
should be placed on the supplier's shoulders and not on 
the government's budget. From the health viewpoint, 
no drug Mewid be purchased for supply to any Canadian 
unless that drug is known to have come from a reliable 
company with its own quality control facilities. 


To give you a better appreciation of the 
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meaning of quality control, I wish to read a few excerpts 
from a paper presented by one of Canada's outstanding 
authorities on Aenpahtaey Woue in respect to quality 
control: 

"Every ethical pharmaceutical manufacturer 
worthy of his name, maintains a quality control labor- 
atory to ensure that every product of his manufacture 
eonforms to his label claim before it is released for 
sale. The present day quality control laboratory is 
equipped to carry out a wide range of biological, micro- 
biological, chemical and physical testing procedures. 
These include potency, pyrogen and toxicity tests in the 
biological field; sterility of injectables, and potency 
of antibiotics and vitamins using microbiological 
techniques; and a wide range of potency, identity and 
purity assays in the fields of chemistry and physics. 

"In the past few years, many ingenious and 
elaborate instruments have been developed to give 
sensitivity to the analyst's hand and keeness to his 
vision. Spectrophotometers have been developed Ler Ligh: 
measurement in the visible, the ultraviolet and the 
infrared regions of the spectrum. All of these are 
indispensable in today's control work. Extremely 
sensitive balances are available to weigh the micragram 
quantities encountered in the dosage forms of some of our 
very potent drugs. Electronic devices are now in use to 
measure and record the temperatures of the rabbits used 
in the pyrogen test on injectables. There are many otherg. 


"Many new techniques of analysis have been 





rr’ a 
AL. a= + oo oat 


‘ BE b 


a 



























7 - _— “2 @s + 
eseyesxe KET so Seer CO delet ertees- cued ae 
sno ye BR idle megag # m 


er ivicej nwo €* 6 art 
7) 


ra PT Ae ‘ he aaa yore Ww ywotmicgel ae rarsttens 


| &, 

b ‘ P ert | 

| | : Laxiae eo 

| eat 

i > ed ‘ t { | L ‘ Ate ¥ ry m| _ : oe 


raf fondo PP oun) 1'sen*om _aetant 62at Te Sane i 
tt 

ten wrwens oF ¥TOss 4 3 
j ; . | 
‘ ? [ STC, nfeto Jadel ela od emsoinoe i 


” ri > ! Lit eh Saeesta oT ales 


ie oo eer » jué yvruso of Dbeggiabe 
, t fsslweds , heetgolord 
ae ne 7 6. Vortentog abuloal ésedt 


Pa ® 


avi ety . J SLA RIOTE: | Diel'yt Feotaolold 


nm 3 ofy One estgotdisgas Te 


orif +n sven aos vod atas@emagenk eg arodele — 


f Be’ deylearm e862 oF ysivictense. 


TURAL “Te 17oO Soi da 3 19) amy Soaigo roads -nolaiv 


rm WW 
srt i roi ig sfdfetro od at ¢aemesvadem bon 
ye : : : -7 
. ' : — 
ToeCn afc SO anolaet betevial 


: \wer 
f v.50 at xiroW Low raos .¢ i tebod wa sasnaniesti. Ny 


: ie 

nv aaere Lit aio gdoteow af oldeLiare ere aaeneied art: dase ; x 
aes | Wnt ee 
t - Pina ep Li P : y 

a ah » ston 6 aro? egGeokh sid ml. bodes ‘owonme ROLSES a: sd - 
i ” A 

ne s 3 sa8, wt wer (ent E 2aK% eh otne;tsela’ |, SRuih Fit tog ’ 
: 7 : ul 7 7 “ert 

JK £ i) - 6 











: 
3 








1 2 agsaden aii to don er sad ape 


-? 





wn = 
” - vi A 
a> fh 


| Tipe 
foarte i ATP 
er | 


f 


ANGUS, STONEHOUSE & CO. LTD. — 
TORONTO, ONTARIO Conder 1092 





introduced, too. Radioactive isotopes help in the assay 
of a number of drugs. Radioactive cobalt, for example, 
can be used to determine vitamin Byo. Column chromato- 
graphy, paper chromatography, and more recently, gas 
chromatography, are very sensitive tools in the isolation 
and assay of many drugs, both new and old. The use of 
spectrophotometry in assay work is steadily expanding. 

"The work of the quality control laboratory, 
on both new drugs and old, is time-consuming and costly. 

“Much of it may seem at times to Wehewauwaune: Lt 1s 
extremely rare that an injection is found to be non- 
sterile or pyrogenic or that an active ingredient has 
been omitted,or. added in excessive quantity. Neverthe- 
less, no ethical manufacturer is willing to run the 
minute risk that such a thing may happen. Hence, even 
though the cost of the control work may represent 10 to 
15 per cent of the production cost, every lot is checked 
for potency, sterility, safety and all the other 
attributes that are appropriate. 

"Most of the work of the quality control 
laboratory goes unobserved by the physician. Like the 
alr we breathe, quality control is only apparent when 
it is lacking." 44/ 

A manufacturer could cut corners, use a 
minimum amount of quality control, and save a consider- 
able sum of money. Chances are that he would get away 
with it, for there is no law in Canada requiring the 
manufacturer to use extreme diligence in quality control 


procedures. By cutting corners, he could sell his 
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products for less, and so attempt to take business away 
from his competitors. But the risk would be too great 
for any reputable manufacturer. 

To the patient, a tablet is a tablet. He does 
not know enough about drugs to tell the difference 
between an estrogenic tablet or a similar one made from 
plaster of paris. With the colour controlled, both 
would look alike. As a result, the patient must place 
his trust in the doctor, and the doctor who knows the 
contents and effectiveness of the tablets but does not 
have the facilities with which to test them must, in 
turn, place his trust in the manufacturer's integrity. 

The reputable manufacturer who places his 
brand name on his product must maintain that doctor's 
confidence, or the doctor will never again prescribe 
one of his products. On the other hand, the manufactur- 
er could cut corners, sell at a lower price, take 
chances, and not put his brand name on the tablets. 
Here, he would: be placing price above quality and, if 
his conscience was not too strong, he might even be 
able to get a good night's sleep while selling drugs he 
himself had no confidence in. 

As the editor of one medical journal stated: 
"Control is the secret of sound manufacture. A 
manufacturer who ignores controls can sell his product 
cheaper. It may be announced as a ‘pharmaceutical 
equivalent' (a generic-name product purported to be the 


same as the brand-name product), but it isn't. It isn't 


equivalent in potency, solubility, viscosity and so on, 






























1 7 A) ; ; : 
A uy 
yeMe shomtoud aly Ge seaman or 


| Jesig ood 8" Beeoy isda: any eet sBtQ, Sa — 
| Aiea eidesuge sa 
noob of ' vof@nt “nk etteh eg pteekseg eat oF a x . 
a eee Me Lf0f ‘oy epee swede igus wanes 

Ty shoe soo solvete 6 a0 dol@@ pitagortes ae aeewdad ie 


hs 
baite ieelen od AW etoeg t¢ Rt | 7 a 


7 


if 






eonty Jatt tonidse it .tleg@e oA 9 ele Seer otuow | s 

evor. ave votot eow hoe. Yredosb add at deved aia Ne 
/ e442 xe seeméetdoeTte has we, 
it .¢bum meri? Seef of Goi iw esiciilos? ect eves 


° | ss 
Ta" 'saim 9of «a¢ tease #ig aeetg Perit 7 . 
~ “4 - » 


Yo oe nue siddeuges at? 
' Lm | = 
ju a J2ce toubeeg. ata ao emer Berets 


voso wy Stage eves Lite sodeeh eft ao yenbebiiiee 
ehiviam 7 ,bhoed veto add AO Bd amho"ng aint To ene we 
= 8 i tawol. = + ion ,StacTen ye bisen A] ie 
mS oif an 4g deo One =oonee 7 - 
| “i ,Bae Yiilcep owed sotve gai¢ale adhe ee vote i 
a Tere Jngi7 st .povrde eed don cae vonel senda ett ‘- 
‘4 
| o«f shure grilles wltdw qesle oe oiiin beep verges ot oid | 
at ‘sient on bed iE amt 
ate@se lanusol (aolhaw ‘age To nos ti ty uh a - 
# esa Sivas ahead a9 + stan aid bitin 
i soubory eid Ifsa nan ciostaes Ad ne 
Tne agi 


| i cha ae Pine Bes 
itt “ of Bete un soabertg 4 
2 ‘toa, wen ahaa ; 
a * : 
7 pence emi 7 


Msi thy 





ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Conder 1094 





even though it looks like an equivalent in color or 
fluid or shape of tablet. 

"Fluids nidahite hetbietka decompose, ointments 
can deteriorate and any medication can become contamin- 
ated. A suppository that melts in the container before 
use, or fails to melt in the body cavity during use, is 
worthless no matter how cheaply it can be bought 
A first-class manufacturer, however, will not put out a 
suppository without a controlled melting point. A third- 
rate maker may do so. And he can sell it cheaper." 45/ 

In an article which appeared in the Canadian 
Medical Association Journal, Dr. J. A. Campbell of Ottawa 
discussed factors affecting the potency of vitamin 
products and pointed out the differences based on the 
manufacturer's use of proper control facilities and on 
knowledge of the properties of vitamins. Basis for the 
paper was a study undertaken by the Department of Nationa 
Health and Welfare, Ottawa. "The data accumulated", 
stated Dr. Campbell, “have indicated very clearly that 
in prescribing of vitamin products, serious thought 
should be given to the reliability of the manufacturer." 

In order to accomplish this survey, a Food and 
Drug inspector was sent to each company to purchase 
samples of all vitamin products, These samples were then 
analyzed for all vitamins claimed on the label. Resultin 
comparisons showed the "the differences in the number 
of products meeting label claim of those companies with 
control and those without control are stricking. Two out 


of 128 or 1.5% of the controlled products tested were 
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deficient while 166 out of 313 or over 50% of non- 
controlled products did not meet the labelled requirement 
in one or more vitamins." ‘46 / 

From the standpoint of Canada's pharmaceutical 
manufacturers, our companies are concerned about the 
publicity being given to the so-called low cost of 
imported medication. But we are not concerned for 
competitive reasons, because we know that in the fing 2 
analysis most Canadians will insist on the finest 
medication available. We are concerned, however, about 
the fact that drugs which are not quality-control tested 
in this country can be sold to those who have no means 
of testing at their disposal. 

At the present time, the onus of responsibility 
for the certainty of its drugs rests on the shoulders of 
the Canadian manufacturer, and I firmly believe that 
this responsibility should also apply to those who are 
selling imported drugs in Canada. 

When you buy from a reliable manufacturer, 
his reputation ensures that drugs have ;been properly 
made and tested. When you buy from others, you have no 
such assurance. 

This is borne out by a recent case in the 
United States, where the police in New Jersey uncovered 
what is believed to be one of the largest sources for 
counterfeit drugs in the country. The investigation 
was authorized by the attorney-general of New Jersey. 
This company was actively engaged in counterfeiting 


drugs of reputable manufacturers, and selling these 
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drugs either under the name of another company or as 
generic-name equivalents. Not only was much of this 
material subsequently found to be substandard, but here 
is an account of the premises from an on-the-spot witness 
who knew what to look for: 

"Words alone cannot describe the dirty and 
squalid conditions under which these products were being 
made and stored. Every indication pointed to the fact 
that the premises were rat infested. The general 
appearance was that of a dirty machine shop, with debris 
and refuse which had been permitted to accumulate on the 
floor of the manufacturing area, 

"Drug containers were left open and evidence 
of moisture and contamination was apparent. In the 
manufacturing area, a row of five or six tabletting 
machines was surrounded by spilled drugs and crushed 
tablets. Coating bins were placed ina room adjacent to 
the washroom and lavatory which was not completely 
enclosed. No control could have been possible." I was 
advised that invoices were found on the premises which 
indicated sales to Canadian importers. 

T have had calls at the office from people who 
have stated that they were going to start importing drugs 
into Canada, and wanted to know how they should go about 
it. Some even asked me for background information on 
drugs! Few had ever heard about quality control or even 
knew what went into a headache tablet let alone an 
antibiotic or ataractic. But they did know that there 


appears to be a good market in Canada for someone who 
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is prepared to sell drugs by price alone. 

When we are dealing in human lives, as in this 
case, then we should insist that these suppliers show 
evidence that their products have been tested for quality 
and standards by a reputable and reliable laboratory, 
preferably located in this country. It would be in the 
best public interest to do so. We can be as magnanimous 
as we want in helping other countries economically, but 
regarding health at home we should start spending more 
time in thinking about what is best for Canadians. 

Some 70 years ago, John Ruskin said this: 

"The common law of business balance prohibits paying a 
little and getting a lot. it can't be done. If you 
deal with the lowest bidder, it is well to add something 
for the risk you run. And if you do that, you will have 
enough to pay for something better." So it is today. 
DISTRIBUTION 

The triumvirate in pharmaceutical manufacturing 
comprises research, quality control and distribution. 

A drug that is not available when it is needed might 
just as well not exist. A hospital can wait for a new 
supply of linen, if the supplier's stock is low. But 

an accident victim cannot wait for plasma, nor can a 
patient with Addison's disease wait for cortisone merely 
pecause the hospital pharmacy and the manufacturer are 
both out of stock. 

As a result of this need, Canada's pharma- 
ceutical manufacturing industry has developed one of 


the most effective and efficient distribution systems 
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in the country. It ensures that the right drug is in 
the right place at the right time. When a new drug is 
discovered, it must be sige daaete to every doctor, 
pharmacist and hospital in the country immediately, 
regardless of location. A time lag of even hours can 
mean life or health to countless patients. 

Most pharmaceutical manufacturers maintain 
eh-hour-a-day service to fill emergency orders as they 
arrive, and it is not unusual for a shipment of drugs 
to be on its way within a half hour after receipt of the 
order. 

One firm has a service called mediphone, 
whereby a doctor can call the company direct for emergenc 
assistance, to discuss a specific reaction of one of 
the company's products on an urgent case, or even talk 
over some medical problem with the firm's research or 
medical director. Other firms maintain stocks in the 
major centres for immediate distribution to the 
surrounding areas. The rapid distribution system in 
pharmaceutical manufacturing is as modern and effective 
as the products the companies produce. 

This introduces a little known facet of 
pharmaceutical manufacturing. I covered earlier the 
economic factors involved in the mass-produced drugs. 
But there are also a considerable number of rarely-used 
medicines for which there is seldom a demand. These are 
what is known as "service products", and in many cases 
the amounts used are so small that the companies lose 


money on them. Some firms even give them away. But 
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because they are essential in combatting rare diseases 
or illnesses, the companies make them available to the: 
medical profession on the onimiee that any effort is 
worth a life saved. 

Here is an outstanding example: A five-year- 
old Saskatchewan boy was bitten by a Prairie rattlesnake, 
and rushed to the hospital at Kindersley. Despite 
emergency services, the boy's condition worsened, Nothin 
would counteract the venom. 

There was only one source of a serum effective 
against rattlesnake venom, and that was located in 
Eastern Canada. If the boy's life was to be saved, the 
venom had to be administered that day. The company was 
called at 1:00 o'clock in the morning and within 18 
minutes the manager of the company's Winnipeg depot was 
on his way to the airport, with head office instructions 
to charter a special plane if necessary to get the serum 
to Saskatoon. Fortunately, a scheduled TCA flight was 
ready for departure. The nature of the emergency was 
explained and the serum was on its way. 

The director of pharmaceutical services of the 
University Hospital, Saskatoon, met the plane and took 
the serum direct to Kindersley. The serum was 
administered in time and the boy lived. As a matter of 
interest in light of current criticisms about drug costs, 
I asked the company concerned what its normal profit 
was on the three vials of serum involved. It was $1.80. 

You may recall the press stories back in 


April, about the R.C.M.P. constable in B.C. who 
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contracted cryptococcus neoformans, a rare fungus disease 
which affects the brain and spinal cord. During the 
night, hospital physicians placed an emergency call to a 
Montreal manufacturer, which had the needed drug. Plant 
personnel were contacted, called into work, and the 
shipment was prepared that night. A company represen- 
tative veanene a jet flight to Vancouver, and the 
constable received his first injection at ll a.m. Pacific 
time. In the meantime, the company had arranged for 
additional shipments of the drug to the hospital for 
continuing treatment. Unfortunately, the outcome of 

this case was not as happy as the preceding one. 

An ion-exchange resin is used to remove high 
concentrations of potassium in extreme emergency cases 
of kidney failure. This drug has such a limited use, 
that the manufacturer stocks it, but gives it to 
physicians free of charge. It was discovered during a 
research project which took seven years, cost $500,000, 
and was a failure except for this one substance. In 
commenting on these types of drugs, the magazine New 
Medical Materia, stated: "While there's little or no 
financial return from products for which there are few 
customers, the fact remains that the pharmaceutical 
industry produces many such specialtiés - as a service 
to physicians and their patients. The industry does 
this on the principle that, no matter how small the need 
for a drug when measured in number of potential users, 
the need is tremendous to the individual who must have 


the drug to avoid death or alleviate suffering." 
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1 

3 Another service to hospitals and retail 

3 pharmacy in the distribution picture is the returned 

4 goods policy of manufacturers. The brand-name manu- 

5 facturer which stands behind its products will take back 
6 for credit from drug stores and hospitals, drugs which 

7 have passed their expiry period and so lost their 

3 effectiveness. In some cases the returns on biological 
9 products have amounted to as much as 40 per cent in a 

10 Single year and, as these returned drugs have to be 

WW destroyed, it adds considerably to the costs of the 

1D manufacturer. 

i For example, one manufacturer in 1958 listed 
1A 40 biological products, most of which had expiry dates 
15 ranging from six to eighteen months. This same company 
16 listed 42 antibiotic preparations, each of which also 

7 carried expiry dates. It was estimated that a consider- 
18 able part of the 1955 sales volume of this company was 
19 represented by drugs having a shelf life of eighteen | 
20 months or less. A drug that loses its effectiveness is 
21 useless to both the patient and the hospital. 

99 These are but a few examples among many, which 
33 emphasize the importance of a strong domestic pharma- 


ceutical manufacturing industry, and the fallacy of 
attempting to put a price tag on everything in the field 
of medicine. Price has its place, but it should never 
be made to sacrifice quality and service. 
THE HIGH COST OF DOING BUSINESS 

Distribution and some other factors involving 


business in Canada are higher than in most other, nations, 
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particularly that of the United States. As this has a 
bearing on price, I wish to explore the reasons behind 
the difference in prices of pharmaceuticals in the two 
countries. 

However, it is significant that the spread 
between prices in the two countries is not as great as 
some people believe it to be. In many instances, drug 
prices in Canada are lower than those in the U.S. - One 
company, for example, made a study of 118 of its products 
which were also handled by its U.S. company and found 
that prices of 74 products were higher in the U.S. 
than in Canada, while prices of 44 products were higher 
in Canada than in the U.S. 

This company further found that of the 74 
products which were higher in the U.S. than in Canada, 
the U.S. prices were 32.6 per cent above the eausd tan 
prices. - Of the 44 products where the Canadian prices 
were higher than those in the U.S., prices were 16.3 
per cent below the Canadian suggested list price. 

Another company studied a comparison of its 
products based on average price and sales volume, and 
found that its products were 12.2 per cent higher in 
Canada than in the United States. The Canadian ll per 
cent Federal sales tax on drugs, which does not apply in 
the United States, accounts for a good part of this 
difference. It was obvious that a study conducted at 
the level of manufacturers! suggested list prices, would 
indicate that the difference in average price between 


the two countries is not out of line, particularly in 
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relation to comparative prices for many durable goods 
and other lines of merchandise. 

Accordingly, S(suc with one of the surveys 
handled through our accounting firm, I asked a number 
of our companies which are subsidiaries of U.S. firms to 
compare from the list prices of the Canadian and U.S. 
companies, the products which are sold in both countries 
and to work out the percentage differences. 

Fourteen companies replied and the results 
appear on the following page. It will be noticed that 
there is a”’considerable variance in the replies, and 
there are few if any similarities between the various 
firms. However, the products which had a price higher 
in Canada than in the U.S., showed a differential which 
is not out of line when you consider that there is an 
11 per cent sales tax in Canada and not in the U.S. 

This should also be borne in mind, when you consider 
that all firms had products which cost considerably more 


in the U.S. than in Canada. 
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DIFFERENCES BETWEEN DRUG.COSTS IN CANADA AND THE U.S. 
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Percentage differences between list prices of 
Canadian and U.S. companies based on products 
sold in both countries. 
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From the standpoint of averages, the chart 
indicates that these 14 companies each compared an 
average of 86 products. Of this figure, 53 were higher 
in Canada by 13 per cent, while 16 were higher in the 
U.S. by 19 per cent. And the 13 per cent figure includes 
Canada's ll per cent sales tax. Based on aur respective 
economies, it would be stretching the imagination too 
far to say that there is any pienurieane difference 
between the prices in Canada and those in the U.S., in 
view of the market variables which exist between the 
two countries, 

If anything, the price of pharmaceuticals 
in Canada should be considerably higher than in the U:S., 
because it costs our companies more to do business here, 
for the ‘following six reasons: 

ie Canadian drugs carry a Federal sales tax 
of ll per cent; U.S. drugs do not. 

ae Most manufacturing equipment must’ be 
imported from the U.S., and other nations, at a cost of 
anywhere from 7% to 20 per cent more than that paid by 
the U.S. manufacturer for the same equipment. 

Sus The Canadian market is considerably 
smaller than that in the U.S. and therefore less 
adaptable to savings through large mass production 
operations. 

4, Per unit costs are higher in Canada than 
in the United States. , 

fj Because of the widely dispersed Canadian 


market, the Canadian manufacturer must pay more in 
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transportation and distribution costs than his U.S. 
counterpart. 

6 About 17 per cent of all pyddeaeundent 
and medicinal products sold in Canada are imported, 
thereby cutting down still further on the size of the 
domestic market for Canadian manufacturers. 

I will not enlarge on these six points, for 
they are well’ recognized in this country. However, for 
the members of the Committee who may wish to study this 
further, I have prepared a detailed explanation of 
these factors and this is included in Appendix C. 
PHARMACEUTICAL INFORMATION 

An important part of the distribution picture 
and one which deserves a chapter unto itself, is the 
educational methods used by pharmaceutical manufacturers 
in advising the medical profession about new products. 
An efficient information system is as vital to the health 
of the nation, as are the discovery of a new drug: and its 
immediate availability from coast to coast. Even the 
most effective medication available in every pharmacy, 
would be worthless if the doctors did not know of the 
drug's use, efficacy, potency and also its contrain- 
dications. 

When the first oral diabetic compound, for 
example, was being studied clinically te continent, 
"the intellectual climate of American clinicians 
(investigators) specializing in diabetics ranged from 
one of frank skepticism to ane of almost hostile 


resistance toward an oral treatment for diabetes. This 
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attitude was understandable, stemming as it did from 
past bitter experience." 47/ ‘This skepticism was 
also prevalent among other specialists in this field, 
and the general practitioners. 

When this compound finally proved effective 
in clinical study, it was essential that. it be made known 
to the medical profession immediately and with sufficent 
facts to enable doctors to judge for themselves the value 
of this new medication. Without an efficient information 
system, this drug would have stagnated for years on the 
pharmacists! shelves. And this was just one of the 
2,787 new single and compound products, hitherto unknown, 
which were made available to the medical profession 
from 1950 to 1959. 

A doctor is an extremely busy man and he does 
not have the time to study the countless research papers 
involved in this number of products. Even if he did 
have the time, a system of information through research 
papers alone would be impractical and inefficient. The 
time-lag involved in publishing these papers in medical 
and scientific journals is considerable. 

For this reason, the pharmaceutical companies 
use three principal means of informing the doctor about 
new products, and improvements in old ones. These 
include professional service representatives or detail- 
men, medical journal advertising and direct mail. Of 
the three, surveys indicate that the detailman is the 
physician's first and most smportant source for new 


product information. 48/ In most cases, he is the only 
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. personal contact between the doctor and the drug company, 
and it is the detailman's job to acquaint the doctor 
with the capacities and “ehenelaus of his company's 
products. 

For instance, the doctor may read of a: 
particular drug in a medical journal or direct mail 
piece. To get more information, he can either write to 
the company or talk to the detailman. From the physician/s 
Petauce tut, the visit from the detailman is preferable 
for in this way he can get answers to his own specific 
questions or problems in a matter of minutes. 

Detailmen:: are not salesmen in the sense the 
word is used in other industries. Their primary: role 
is that of a source of up-to-the-minute information. 
Most have university degrees in pharmacy or the allied 
sciences. A survey of our member companies revealed 
that the majority of pharmaceutical manufacturers insist 
that their trainees have a science degree, preferably in 
pharmacy. In addition to their education, detailmen 
are thoroughly trained by the companies they represent. 
They must know the use, action, dosage, toxicity and 
side effects of their company's products. 

There are 17,900 doctors and 8,392 pharmacists 
in Canada. 49/ A good detailman can visit only five 
or six doctors ina day in the built-up areas and 
considerably less in the rural areas, in addition to 
maintaining his contacts with retail pharmacists and 
hospitals. 


For instance a company with 35 detailmen, 





Y eng rs 
pieces 


ae? id Toe tit , Po 


} f i 7 





4 “+..* 









| a). 4: ; 
| naquos guih edd brie qadresoh arts: aeeuved tougnoe cain 


. on nan 
| todoOb edt Intenyon oF < ob & :Haetibe seb ens an . 










e'vnaeqwoo ofa ‘io atotsadimes Bute persroagss oat 


_ 1 
; -atoube org 


t- 






“Wks 6 % Beoy gen totsob ond ,eonetant i0T ie 4 
wT e 

. ¥ TD i. 
. fran joorih so fanteiot Lavtiem 8 nil wy | ana, 





















7 ge ae! edsie ceo of .wOtdme tat ‘evdar tog om sonata fy 

7 > , | a m caer Se sory | iho. f “Pr fe o2 st f i az a) un egmos “| ap 

S*fhatolevitg iy mer jentitagekh one Ov 2 

7 olds at nontisveb eoy m6vt dtatv eit tatoquety. 

{ ‘ ad 

. | py Loe two ali oJ avewans tom | “eo ect yew afd? at’ are 7 
| 

io yottem 4 at daelgerq te echeaig 


We pease ody of comeelse ton sta iiemltesyed —s 


4 a 
- ri ! ‘ ti F gs . pet 5 5 BUG ii vs site fal bean et prow | 


it ete! ‘ btegy te eotver 8 to gate el 


had sey r Be HY © Feces THe ao Ss “ayuda A -seoneloe te 
7 


} 
,h* 
. 


| 
t 
. 
ry A betile edd yoatmeda of gestae yointev lag GV eel tvon 


. ie | ih 
*heent grendostvuian lLeottwbosmreia to yticohem ext vedy a 
Pa 4) bre : ety bar 
. ; rrr 
‘ videuveitedad ,aaesseh auderta e sweet coenaierny afead tedy le 
E yt sat 
faceb .notiesvbe when? od AOeLhSs at ome 


Feit e098 vars pefusguon Say ¥d banked KAdguo zeny: aie 











im Sinn yrlobrod .sgdeod .nolvor al ent word bite et 





wietodwienty 9Cf,.2 baa avotooh OOF, A Ox ociar a Dp - 


 évi'l yfao Htety 169 manfie , Boog A. uae 
7 baa aseta queditad $id L yeb'® nt axovoob! 


_— 





j a aa 2 
a -« go¢ noitiibe- mb eesete Lous <a cure 
ay, ila Realitad 
ote agats wiciindiqh Cknkin aa bo ait sedetoo ule 


pit: 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Conder 11 09 





discovering a new product of importance to all general 
practitioners and specialists, would require six months 
of daily calls by its deeetimen before that product 

could be introduced to every doctor in Canada. Obviously 
this means that other method of information must be 

used to overcome the time-lag. 

Advertisements in medical journals is another 
iaseeteat source of information: for the doctor, and 
those of you who have seen a medical journal will know 
that these advertisements are ultra-conservative in 
comparison to the advertising used in consumer media, 
or trade publications of the durable goods industries. 

I cannot speak for other countries, but I do know that 
medical journals in Canada carefully screen their 
advertisements. It is common practice for allmejor 
companies to have their copy reviewed by physicians 
before it is sent to the journals. Some of the copy 
is written by doctors. 

There are several other methodsof advertising 
used by the industry to disseminate information on drugs. 
These include advertisements in pharmaceutical journals 
to keep the retail pharmacist advised of advancements 
in the fields of medication. Exhibits by pharmaceutical 
companies at medical conventions help to keep the 
physician informed and, at the same time, assist in 
underwriting the cost of the meetings. Closed circuit 
television broadcasts, medical films, distribution of 
technical papers, direct sponsorship of medical seminars 


and scientific meetings, are other contributions to 
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2 medicine underwritten by our companies. 


e The amount of direct mail going to the doctor 


fF later, the.cost of this is negligible in relation to 

6 the retail price of drugs. However, many of our companie 
7 are concerned about this particular criticism, and are 

8 attempting to find answers to individual problems at 

9 the company level. 

10 A survey of 33 companies showed that during 

the eight-month period from January 1, 1960 to August 

31, 1960, these 33 firms sent out a total of 891 pieces 


4 has come up for criticism pécently. As I will show you 

13 of direct mail, or an average of 27 pieces per company. 
| 
| 


if Following is an analysis of these mailings: 

2 Vous l»sNO. Of Mailings No, of Companies 

16 __Over 8 Months in each category 

7 Oto 4 mailings 7 firms 

18 7 to 12 mailings . 7 firms 

19 15 to 26 mailings 6 firms 

20 34 to 47 mailings 9 firms 

71 83 to 131 mailings 4 firms 

4g This does not necessarily Mean that each of 
a these mailings went to every doctor in Canada during 
i the eight-month period. Many of them were limited 

3 mailings to certain types of specialists such as 

e pediatricians, obstetricians and gynecologists, radio- 
gf Logists, neurologists and psychiatrists, anaesthetists, 
iB orthopedic surgeons and urologists, among others. 

23 Sampling is another practice followed by the 
30 


industry when introducing new products to physicians, 
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so that the doctor can evaluate the use of the drug on 
patients. Samples are often given by doctors to patients 
as "starter doses", to be Used until the patient can get 
a prescription filled. A number of physicians use 
samples for their indigent patients, and some companies 
actively support this practice. 

Contrary to prevaient opinion, this avertising 
is not costly in relation to the retail price of drugs. 
A survey of 33 companies showed that these firms spent 
6.5 per cent of their sales dollar on medical and 
pharmaceutical journal advertising, medical exhibits, 
direct mail, samples, and contributions to medical and 


pharmaceutical meetings. The breakdown is as follows: 


Type of Relation to the Manufacturerg' 
Expenditure pales Dollar 

Journal Advertising yee 

Direct Mail 2.2¢ 

Samples SOP f 

Medical Exhibits & Space ee 

Donatinns to Meetings peg 

TOTAL 6.5¢ 


This means that if the industry stopped any 


part of its advertising, the saving to the patient 





would be negligible. On the other hand, if advertising 
were stopped entirely, volume would eventually decline 
and the sereunit cost would increase. As a result, 
the patient would wind up paying more for drugs over 
the lone verm, 

Whether we call it advertising, information, 


education or promotion, it is still a vital function in 
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the distribution of pharmaceuticals in Canada. By 
meeting the doctor's need for prompt information on new 
drugs, by keeping him advised of current developments in 
exising drugs, and by maintaining large-scale production, 
this process of informing the doctor is irrevocably tied 
to the nationwide availability and low price of modern 
pharmaceuticals 
IN RESPECT TO HOSPITALS 

Hospitals across Canada are naturally concerned 
about increasing costs. But what are the factors behind 
these costs ? Earlier we reviewed the breakdown of the 
operating do of the drug companies. I now wish to do 


the same for hospitals. Following is an analysis of the 


b ' ° 4 y rr 7 4 * aD my I ='y = v ene " GAG. i Cc ¢ =) - ake 
hospitals in Ontario for the year 1955, as reported by 

ow , 4 EY, 
the Dominion Bureau of Statistics: 


Statistics: 


Gross Salaries & Wages $108, 441,932 66.5% 
General Services, Incl. 
Motor Service & Ambulances 16,487,263 10 


Drugs, surgical & Sterile 


Physical Plant 7,304,541 4.5 
Care of Patients 6,119,880 Ree, 
General Administration 5,329,220 Bu3 


Other expenditures Lie 76,102 es 


-5, 421,646 sh ek: 


tA 
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Cr 
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Less 


Total Net Expenditure $163,246, 025 100. 0% 
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1 
2 Separating drugs from surgical and sterile supplies, 
3 and maintaining the 5 to 4 ratio mentioned by Mr. S. W. 
4 Martin of the Ontario Hospital Association before this 
5 Committee on June 16, drugs are only about 4.4 per cent 
6 of the total net expenditure. This is a small percentage 
7 in respect to the overall hospital operation. Yet it is 
8 recognized that the curative properties of the newer 
9 pharmaceuticals have been one of the major causes of 
10 shortening the length of stay in hospitals over the 
1 past two decades, thereby adding considerably to the 
12 efficiency of operations. Nor can increasing hospital 
13 costs be laid on the doorstep of drugs, when it is 
14 considered that 68.5 per cent of the total increase in 
15 Canadian hospital costs from 1957 to 1958 resulted from 
16| 2 rise in salaries and wages. 50/ 
7 There has been phenomenal progress in hospital 
18 care in Canada over the past 15 years, and the adminis- 
19 tration of our hospitals is more efficient than ever 
20 before. Spiralling costs of operation are a direct 
a1 reflection of the general rise in the economy of the 
22 nation, and we must be extremely careful that attempts 
93 to reduce operating costs are not done at the expense 
24 of the patient's health. 
25 In respect to drugs, hospitals have a grave 
6 responsibility in the selection of effective and safe 
27 pharmaceuticals. The system of purchasing by generic 
28 name can carry with it serious consequences, if that 
29 system is based on price alone. Ina resume of 


30 recommendations of the Joint Pharmacy Therapeutic 
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Committee of the Associated Hospitais of Alberta. it 

was stated in referring to drugs: "Only quality products 
from reputable manufacturers should be purchased and 
utilized; false economy harms only one person - the 
patient." 51/ 

This problem of price vs. patient has become 
of vital concern in the United Kingdom as well as in 
Canada, as is borne out by the following letter which 
appeared in the British medical journal, The Lancet: 

"During the past week we have admitted to 
hospital two patients with Cushing's syndrome who have 
undergone bilateral adrenalectomy. They have hitherto 
been well controlled on cortisone, and without exposure 
to infection or other stress both had developed signs 
and symptoms of adrenal insufficiency. Anorexia, nausea, 
excessive tiredness, lethargy, and inability to keep 
warm occurred while on maintenance doses of 50 mg. of 
cortisone. 

"Inquiry showed that both these patients had 
recently received cortisone tablets from a new batch. 
These tablet were bought by the hospital pharmacy through 
the Teaching Hospitals Contracting Committee at a price 
approximately 40% less than the normal hospital price. 
They are manufactured in this country from material 
originating from the Continent. The tablets are slightly 
larger than those hitherto purchased and patients have 
noticed that they do not break up so readily in the 
mouth. Samples submitted before the contract was placed 


complied fully with all the tests of the British 
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Pharmacopoeia, but subsequent investigation of batches 
which have proved unsatisfactory were found to have a 
disintegration time longer “than the B.P. requirements. 

"Adrenalectomized patients and those with 
Addisons disease are dependent upon cortisone replacement 
for their well-being, and indeed for their continued 
existence. The circulation of ‘substandard! cortisone 
tablets constitutes a hazard of the greatest magnitude 
to such patients. We know that these tablets have been 
purchased by other hospitals and feel that physicians 
should be aware of their existence since they may be 
. cause of unexpected adrenal insufficiency in their 
patients.” 52 

No thinking Canadian wants second-best 
medicatinn, and when he is at home he can ensure that 
his family physician and pharmacist prescribe and dispensé 
for his family the finest drugs available. But he 
cannot be certain of this when he is in a hospital which 
insists that doctors prescribe by generic name, because 
.the freedom of choice has been removed from the doctor 
and placed in the purchasing department. 

This is not a criticism of hospital pharmacy 
and therapeutic committees which through a system of 
formulary limit the number of similar brand name drugs 
carried in the hospital pharmacies. But it most 
definitely is an indictment of generic name purchasing 
which forces both the doctor and the patient to use drugs 
which have been bought on the sole basis of price. 


There is a legal as well as moral side to this 
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question. The onus of responsibility for the effect of 
a drug on a patient rests with the doctor who prescribes 
and the pharmacist who dispenses the preparation. In 
prescribing by generic name, both retain that 
responsibility but, at the same time, pass the decision 
as to the quality and content of the medication over to 
the purchasing department. 

A patient injured by an inferior so-called 
equivalent generic drug will have adequate remedies against 
the dispenser, regardless of how price-conscious the 
hospital may be. Regarding inferior medication under 
brand name, the hospital can always set-off an action 
against the manufacturer, for the products of the brand- 
name company carry with them an implied warranty as to 
quality. But it would take an interesting case to 
determine responsibility on the part of an importer 
who was in essence acting as an agent for a foreign 
supplier of non-branded merchandise who, in turn, may 
have bought the material elsewhere. | 

I earnestly hope that ne Canadian will have 
to test such a case, for it is probable that the action 
will be brought by his heirs. 

In commenting on the problems involved in 
substituting so-called "equivalent" drugs at the 
hospital and retail levels, the Hinchcliffe Committee on 
Cost of Prescribing stated in its report to the U.K. 
Ministry of Health: "It is unfair, in our opinion, to 
impose on the pharmacist the onus of substituting an 


equivalent preparation for the one prescribed. The 
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term 'equivalent' may be used in two different senses, 
It may imply identical equivalent, where the identity is 
Susceptible to proof by chemical methods, but even with 
products containing identical therapeutical substances 
there may be pharmaceutical variations. 

"The term 'equivalent' may also imply a 
therapeutic equivalent which can only properly be decided 
by the prescriber. Pharmacists should not be expected 
to take the responsibility of deciding on the equivalent 
-.. Indeed it is possible that such substitution might la 
a pharmacist open to legal action by the manufacturer of 
the product originally prescribed even if the 
Substitution were based on a list of equivalents," 


After considering this and other aspects of 


' a=. tf 


prescribing "equivalent" drugs, the Hinchcliffe Committee 
concluded: "For these reasons we reject substitution 
as a practical method of securing economies in the drug 
bill. The only effective long term answer in our view 
is to train doctors to prescribe critically and with 
discrimination.” 53 
THE ASSOCIATION 

Having explained the importance of quality 
control, ethical responsibility and the role of distri- 
bution, I wish to explain briefly how these items have 
been made a requirement of membership in the Canadian 
Pharmaceutical Manufacturers Association, which is now 
celebrating its 46th birthday. 


Quality control 


The most important single requirement for 
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membership is proper quality control facilities. Our by- 
laws state in part that "... membership is open to firms 
which manufacture in Canada, under proper conditions for 
control of quality and standards, pharmaceutical 
preparations..." In order to determine the company's 
qualifications in this respect, 11 of the 21 questions 
on our membership application form deal with quality 
control, These are: 
10. State name and qualifications of person 
in charge of control. 
11, State name and quaiifications of person 
authorized to release finished products. 
12. State number and qualifications of chemist 
in control department. 
13. Broadly describe control laboratory and give 
approximate floor area, 
14. List principal equipment in control 
laboratory. 
15. Check type of laboratory analysis made: 
a. physiological; b. biological, c. chemical, 
d. bacteriological. 
16. State whether each product. batch is 
identified by code throughout manufacture and 
distribution. 
17. State extent to which raw materials are 
analyzed to assure their integrity. 
18. State extent to which finished products 
are analyzed to assure their integrity. 


19. State extent to which products requiring 
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biological tests are so examined; and state 

reasons for any omission of such tests. 

20. Name those who do outside control work for 

you and describe it. 54/ 

When these questions have been answered and 
submitted by the applicant, the form is then turned over 
to our Membership Committee for processing. Two Director 
are then required to visit the premises of the applicant 
and determine whether the statements made are correct. 

Tt *ths applicant does not meet these requirements, then 


he is not eligible for election to membership. 


Ethical Responsibility 


Applicants for membership are also required 
to sign an agreement that they will abide by the Principlé¢s 
of Ethics of the Association. These include: 

re The calling of a pharmaceutical manufacturer 
is one dedicated to a most important public service, and 
such public service shali be the first and ruling con- 
sideration in all dealings. 

fae The pharmaceutical manufacturer must 
produce his preparations only under proper conditions 
and with scrupulous faithfulness to required standards 


of quality. 


ae Preparations must be labelled and 
merchandised only in a manner free from misrepresentation 
misleading practices of all kinds and in entire harmony 
with the highest standards of commercial morality and 


professional ethics. 


4K, Pharmaceutical manufacturers must constantly 
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and conscientiously strive to advance the science and 
elevate the calling of manufacturing pharmacy to the 
highest plane of public value, to the end that it may 
best and most completely serve the medical profession 
and the public. 55/ 

Advertising 

On June 15, 1959, our Association adopted an 
extensive list of "Principles of Ethical Drug Promotion", 
a copy of which is attached under Appendix D. Briefly, 
this requires that all advertisements of member companies 
shall contain "complete, conservative and accurate 
information concerning medicinal agents", and that claims 
shall not be stronger than warranted by the evidence. 

We have machinery in our by-laws to deal with 
companies which may take action contrary to these 
principles, but we have not as yet had cause to put this 
machinery into motion. 

IN CONCLUSION 

As Dre Brian Dixon points out sin iebeteteted 
report, pharmaceutical manufacturing in Canada is a 
highly competitive industry. Furthermore, this 
"competitive activity is generally directed in a manner 


1 


which is socially desirable. It has been responsible 
to a arent extent for the countless new life-saving 
drugs which have been a boon to our health and economy 
over the past two decades, and for the history of price 
reductions over the years which in itself is an enviable 


record, 


These factors are also evidence that no 
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monopoly exists in drug manufacturing in this country, 
for monopoly is resistant to change and change has long 
been an inherent attribute ef this industry. 

It is obvious from the foregoing that a 
competitive system of Canadian free enterprise has resulted 
in countless benefits to our people in the form of 


or 


greater longevity and improved health. I will not say 
that our industry is without problems, for many do exist 
in the growing pains which accompany progress. But our 
companies are striving to overcome these problems and, 
in finding the answers, are operating in the best public 
interest. 

As Dr. H. M. Horner of Alberta said recently 
in the House of Commons: "We must make sure that the 
Canadian pharmaceutical industry develops on a par with 
other countries, that our medical research program is not 
hampered and that there is no restriction in getting 
drugs to the patients who require them." 56/ To iterate, 
Canada has a great future, but the decisions eee 
today will determine the heritage of tomorrow and these 
decisions cannot and should not be taken lightly. 

I wish to thank you for your courtesy in 
accepting such a leethy presentation, but as I mentioned 
earlier, it takes seconds to say that "drugs cost too 
much”, and hours to tell the factual story. It is my 
Sincere hope that this report to your Committee has given 


you and Canadians everywhere a better appreciation and 


understanding of our industry. 
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1 
Canadian Pharmaceutical Manufacturers Association 
: APPENDIX A 
3 


Cc. P. M. A, MEMBER COMPANIES 
Abbott Laboratories Ltd. 
Ames Co. of Canada Ltd. 
Anca Pharmaceuticals, Div. of The Wander Co. of Canada Ltd 
cae eereetss Drug Co. Ltd. 
Arlington-Funk Laboratories Div., U.S. Vitamin Corp. of 
Canada Ltd. 
Astra Pharmaceuticals (Canada) Ltd. 
Ayerst, McKenna & Harrison Ltd. 
Baxter Laboratories of Canada Ltd. 
Beecham Research Laboratories Ltd. 
Bristol Laboratories of Canada Ltd. 
The British Drug Hauses (Canada) Ltd. 
Burroughs Wellcome & Co. (Canada) Ltd. 
Casgrain & Charbonneau Ltee. 
Ciba Co. Ltd. 
Charles E. Frosst & Co. 
Geigy Pharmaceuticals, Div. of Geigy (Canada) Ltd. 
Glaxo-Allenburys (Canada) Ltd. 
J. F. Hartz Co. Ltd. 
Hoechst Pharmaceuticals of Canada Ltd. 
Hoffmann-La Roche Ltd. 
Frank W. Horner Ltd. 
Ingram & Bell Ltd. 
Laboratoires Nadeau Ltee. 
Lakeside Laboratories (Canada) Ltd. 


Laurentian Laboratories Ltd. 





Lederle/Cyanamid of Canada Ltd. 
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Higeuiiiy & Co.. (Canada) Ltd. 

Mallinckrodt Chemical Works Ltd. 

May & Baker (Canada) Ltd. 

Mead Johnson of Canada Ltd. 

Merck & Company Ltd., Merck Sharp & Dohme Div. 
Tne Wm. S. Merrell Co, 

Mowatt & Moore Ltd. 

Ortho Pharmaceutical (Canada) Ltd. 

Parke Davis & Co. Ltd. 

S. B. Penick & Co. 

Pfizer Canada, Div. of Pfizer Corp. 
Pitman-Moore of Canada Ltd., E. B. Shuttleworth Div. 
H. Powell Chemical Co. Ltd. 

Rougier Inc. 

Sandoz Pharmaceuticals, Div. of Sandoz (Canada) Ltd. 
W. E. Saunders Ltd. 

R.t?. Scherer Lta., 

Schering Corp. Ltd. 

G. D. Searle & Co. of Canada Ltd. 

Smith Kline & French Inter-American Corp. 

E. R. Squibb & Sons of Canada Ltd. 

Strong Cobb Arner of Canada Ltd. 

The Upjohn Co. of Canada 

Henry K, Wampole & Co. Ltd. 

Warner-Chilcott Laboratories Co. Ltd. 

Charles R. Will & Co. Ltd. 

Winthrop Laboratories of Canada Ltd. 


John Wyeth & Brother (Canada) Ltd. 
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EXAMPLES OF PRICE REDUCTIONS IN CANADA 


(Based on suggested list prices) 


Introduced 


1955 
1956 
1959 
1951 
1956 
1951 
1959 
1953 
1952 
1957 
1954 
1957 
1°55 
1955 
1958 
1957 
1955 
1959 
1957 
1957 
1954 
1954 
1954 
1954 
1954 
1954 
1952 
1959 
1953 
1956 
(1955) 
(1955) 
1959 
1949 
Apr. 1950 
Jan. 1951 
(1955) 
(1955) 
(1955) 
1956 
1956 


Mar. 
Feb. 
Aug. 
May 
May 
May 
Jan. 
Jan. 
sep. 


Mar. 


Jan. 
Jun. 
May 

Jan. 
sep. 
Feb. 
Sep. 
Sep. 
sep. 
sep. 
sep. 
Sep. 
Nov. 
Nov. 
Mar. 
Oct. 


Mar. 
Oct. 


Apr. 


Apr. 
Apr. 


Price 


$12.00 
7.50 
10.80 
4.10 
5.00 
2.20 
19.25 
2.25 
6.00 
3.65 
4.50 
2.00 
1.65 
2.59 
1.25 
4.00 
' 4.00 
7.25 
3.25 
3.60 
3.63 
2.46 
1.05 
82 
2.30 
1583 
3.85 
15.75 
3.25 
10.10 
12.00 
4.75 
11.35 
8.20 
2.50 
9.85 
6.60 
4.95 
10.50 
7.00 
3.75 
4.65 


No. of 


Reductions 


PRP ERY EY RR RP RP POP DEH OP PP ENE POE 


OOOrrEAO 


Current 


List Price 


$ 7.10 
5.25 
7.50 
1.30 
4.00 

65 
13.25 
1.75 
2.60 
2.25 
2.40 
1.50 
1.25 
1.70 
1.00 
2.10 
2.60 
4.65 
2.00 
2.25 
2.97 
2.02 
1.03 
at 
1.89 
1.50 
2.50 
12.00 
2-70 
5.355 
4.350 

2.350 
9.60 
7.35 

63 
1.50 
1.13 
3.90 
6.75 
5.75 
2.75 
3.50 
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Aug. 
Apr. 
Apr. 
Nov. 
Feb. 
Jan. 
Nov. 


Feb. 


Nov. 
Nov. 
Nov. 
Nov. 
Feb. 
Feb. 


Mar. 


(1955) 
1957 
(1955) 
(1955) 
(1955) 
(1958) 


(1958) 
(1957) 
1959 
(1958) 
(1957) 
1958 


Conder 


3.30 
5.85 
10.60 
19.00 
21.25 
6.75 
8.35 
11.50 
3.75 
4.50 
5.25 
6.50 
5.65 
4.75 
5.45 
2.55 
6.85 
5.95 
4.25 
20.00 
7.50 
9.75 
6.55 
11.85 
6.05 
4.90 
81 
11.00 
4.50 
6.50 
8.50 
6.00 
6.50 
10.00 
11.50 
7.50 
2.10 
5.65 
3.95 
1.70 
1.70 
8.355 
6.00 
12.00 
9.10 
7.20 
6.00 
7.20 
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Canadian Pharmaceutical Manufacturers Association 
APPENDIX C 
SOME REASONS BEHIND THE DIFFERENCE IN PRICE 
between 
CANADIAN AND U.S. PHARMACEUTICALS 
REASONS WHY CANADIAN PRICES SHOULD BE HIGHER 
Briefly, there are six main reasons why the 
price of pharmaceuticals should be higher in Canada than 
in the U.38.: 
1. Canadian drugs carry a Federal. sales tax of 
i. percent: U.S. drugs do not. 
is Most manufacturing equipment must be im- 
ported from the U.S., at a cost of anywhere 
from 73 - 20 per cent more than that paid by the 
U.S. manufacturer for the same equipment. 
as The Canadian market is considerably smaller 
than that in the U.S. and therefore less 
adaptable to savings through large mass. 
production operations. 
A Per unit costs are higher in Canada than in 
the United States. 
5 Because of the widely dispersed Canadian 
market, the Canadian manufacturer must pay more 
in transportation and distribution costs than 
his U.S. counterpart. 
6, Around 17 per cent of all pharmaceutical 
and medicinal products sold in Canada are im- 
ported, thereby cutting down still further on th 


size of the domestic market for Canadian 





manufacturers. 
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Here are the detailed facts: 
TAXES ARE HIGHER J 

On pharmaceuticals manufactured in Canada, 
there is an ll per cent sales tax. There is no similar 
Federal tax in the United States, which means that by this 
factor alone Canadian costs at wholesale are eleven cents 
more on every dollar for drugs than in the U.S. 
MACHINERY COSTS MORE 

The majority of machinery and equipment used in 
manufacturing Canadian drugs is imported from the U.S. 
and some other countries. Most of it is not made in 
Canada. Consequently, the Canadian manufacturer must pay 
the U.S. price for these essential materials plus the 
import tariff. The tariff on this type of equipment 
ranges from 74 to 20 per cent, and means that the Canadian 
manufacturer must pay that much more for his goods than 
the U.S. manufacturer. 
THE CANADIAN MARKET IS SMALLER 

In any manufacturing operation, the size of the 
market invariably determines the per unit cost of the 
product. The U.S. manufacturer today has a domestic 
population of approximately 171,500,000 and the corres- 
ponding markets over which to spread his costs of 
production. The Canadian manufacturer, operating in a 
country with around one-tenth the population, must spread 
his costs over correspondingly smaller markets. 

Another reason that the ratio of population to 
market potential in Canada is smaller than that of our 


neighbour to the South may be found in imports to this 
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country. United States and other foreign-based manufac- 
turers sell a large percentage of drugs used in this country. 
For example, about 17 per cent of the pharmaceuticals sold 
in Canada in 1948 were imported. Obviously, this has a 
tendency of cutting down still further on the size of the 
market available to the Canadian manufacturer. 

Nor is this bilateral. We do not export drugs 
in any quantity to the United States because the per unit 
cost of manufacture is higher in this country than in the 
U.S. In addition, the U.S. imposes stringent customs 
barriers against Canadian goods which could be competitive 
in their markets. Aside from their level of tariff, the 
U.S. customs appraisers place on Canadian dutiable goods 
an import evaluation that is almost entirely based on 
arbitrary factors. Canada on the other hand, has 
established values for duty of import. These and other 
factors make it economically difficult for the Canadian 
manufacturer to sell his pharmaceuticals in the United 
States. 

We might add that this is merely by way of 
explaining the import-export situation. It is not to be 
interpreted as a request for an increase in tariffs, 
although we would like to have a fairer evaluation made 
on Canadian goods going into the U.S. 

PER UNIT COSTS ARE HIGHER 

It is a general rule in manufacturing that the 
larger the volume produced, the more elaborate the 
production line. And the more elaborate the production 


line, the less man-hour cost per unit of production, 
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Because of our smaller market, Canadian manufacturers 
cannot afford to take advantage of the elaborate mass- 
production facilities used in U.S. plants. Were ormof our 
companies to do so, they could produce enough drugs in 

one month to. supply their market for one year. 

For this reason, more man-hours of labour go 
into our Canadian drugs and our manufacturers pay a higher 
per unit labour cost than do U.S. manufacturers. 
DISTRIBUTION COSTS ARE HIGHER 

In be oneat comparison between manufacturing 
facilities in Canada and the U.S., consideration must be 
given to the cost of transportation and distribution. 
Because our country is not as densely populated as the 
U.S., Canadian manufacturers must spread their sales 
from coast to coast, over 4,362 miles, in order to capit- 
alize on the wide-spread Canadian market. Consequently, 
the majority of Canadian drugs sell for the same price 
in B.C. as they do in Ontario or Nova Scotia. 

Significantly, the U.S. manufacturer operating 
out of New York, for instance, can get the same domestic 
population potential in New York State alone. 

Manufacturing pharmacy is considered to have one 
of the most efficient distribution systems of any industry 
in Canada. Speed of shipment, especially in time of 
crisis, is a requisite of the manufacturers. 

Because modern therapeutic discoveries have no 
boundaries of need, the newest pharmaceutical must be 
available to the most isolated dispensary at the same time 


that it goes into the pharmacies in the particular 
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g|| manufacturer's area. Consequently, the cost of shipment 
Big Nagiel i this business. Z 
IN CONCLUSION 

There are, of course, a number of other factors 
which enter into the price differential picture, but in 
the main these are the prime reasons for the difference 
in price between pharmaceuticals in the two countries, — 

The problem on our doorstep is that of having 
a relatively small market. Canada is undergoing growing 
pains both in her population and manufacturing recources, 
and there is every reason to believe that many of these 
problems will be overcome in the years ahead. In the 
meantime, however, to compare manufacturing prices between 
a country of our size and that of a nation with the 
extensive markets and manufacturing facilities of the 
U.S. is an economic impossibility. 

Nor is this problem peculiar to pharmaceutical 
manufacturers alone. In fact, cars cost more in Canada 
than they do in the U.S. and the same is true of 
electrical appliances, in addition to almost every other 
line of manufactured goods. 

In the face of this, there are some who say 
Canada should do away with tariffs on U.S, imports, and 
permit free entry of goods into Canada. To recognize 
the implications, one has only to visualize the export- 
import picture between Canada and the U.S. 

Obviously, the enormous influx of U.S. goods 
into this country has a greater impact on our considerably 


smaller economy and gross national product than our export 
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would, in turn, have on their economy. Probably the 

most significant point here is that for the most part 
Canada imports finished goods from the U.S., which compete 
with goods manufactured here, while the U.S. imports 
mainly raw materials to keep its wheels of industry turning. 
It is apparent that the phenomenal growth of secondary 
industry in this country in recent years has been 
responsible to a large degree for what we call che 
Canadian economic boom. Secondary industry now represents 
a larger net output than agriculture and primary industrie 
combined, and any significant drop in manufacturing 
production is bound to seriously effect the nation as a 
whole. 

Although the production of the Canadian 
pharmaceutical manufacturing industry forms but a small 
part of this economic picture, along with other similar 
Canadian industries it nevertheless comprises a healthy 


percentage of the total Canadian economy. 
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Canadian Pharmaceutical Manufacturers Association 
APPENDIX D 

PRINCIPLES OF ETHICAL DRUG PROMOTION 

We, members of the Canadian Pharmaceutical 
Manufacturers Association, recognizing our responsibilitie 
and obligations to promote the public welfare and to 
maintain honourable retin tone with the medical and 
pharmaceutical professions, with associated sciences, 
and with the public, do pledge ourselves to the following 
statement of principles: 

ee Prompt, complete, conservative and accurate 
information concerning medicinal agents shall be made 
available to the medical and pharmaceutical professions; 

es Any statement involved in product 
promotional communications must be supported by adequate 
and acceptable scientific evidence. Claims must not be 
stronger than such evidence warrants. Every effort must 
be made to avoid ambiguity and implied endorsements. 
Whenever market, statistical or background information or 
references to unpublished literature or observations are 
used in promotional literature, the source must be 
available to the physician upon request; 

or Quotations from medical literature or 
from the personal communications of clinical investigators 
in promotional communications must not change or distort 
the true meaning of the author; 

4, If it is necessary to include comparisons 
of drugs in promotional communications, either written 
or verbal, such comparisons must be used only when they 


are constructive to the physician and made on a sound 
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professional and factual basis. Trade marks are private 
property that can be used legally only by or with the 
consent of owners of trade marks; 

or The release to the lay public of informatio 
on the clinical use of a new medicinal agent or the new 
use of an established drug prior to adequate clinical 
assessment and presentation to the medical profession is 
not in the best interests of the medical profession or the 
layman; 

e All medical claims and assertions contained 
in promotional communications shall have medical review 
prior to their release. 

Any violation of these principles brought. to 
the attention of the General Manager of the Canadian 
Pharmaceutical Manufacturers Association shall be 


referred by him te the Board of Directors. 


Adopted on June 15, 1959. 


(Page 1150 Follows) 
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MR, CONDER: Mr. Chairman, might I ask that 
the Appendices that appear at the back be entered into 
the record without being read? 

THE CHATRMAN: Yes. They will be co- 
related to the brief, and reference to pages 76, 77; 
78, should be detailed, similarly page 79, Appendix 
A, Canadian Pharmaceutical Manufacturers Association 
Member Gompanies, page 80, Apprendix B on pages 81 and 
82 should be entered and that is to be co-related with 
the confidential information you filed. 

MR. HUME: Mr. Chairman, I think that the 
appendix should be read into the record as read, but 
we pene shat the co-relation will not appear in the 
record, as it is confidential. We hope it will be 
co-related by the Committee for their use and not appear 
on the record. 

THE CHATRMAN: That is correct. Appendix B 
as is on page 81 and 82. Mr. Hume, back on page 61 
there are six reasons given having to do with the 
difference in drug prices in Canada and the United 
States. Are those the same? 

MR. HUME: If you look at page 62, Mr. 
Chairman, you will see that a detailed expansion of those 
is in Schedule C. Mr. Condor was not planning to read 
that unless your Committee would wish him to. It is 
merely an expansion as stated on page 62. Appendix C 
is merely a further expansion of the six reasons. 
THE CHAIRMAN: iS Ghat. agreeable to the 


Committee, to have this taken into the record without 
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reading it? 


--- Agreed to. J 


THE CHAIRMAN: Appendix C on pages 83, 84, 
85, 86 and 87, will be taken into the record as read. 
Appendix D on page 88 I think should be taken into the 
records too. 

MR. HUME: Mr. Condor having finished his 
submission, it will be my intention to calli upon Dr. 
Brian Dixon and I wondered if the Committee would intend 
to take a short break, or shall we proceed? 

TH CHATRMAN: We will adjourn for five 
minutes. 

MR. BRYDEN: Before we adjourn, could I 
inguire why the actual names of the products referred to 
in Appendix B are to be considered confidential? 

MR. CONDER: As a trade association, Mr. 
Bryden, we cannot frankly get into any area of prices, 
of company prices and other factors. If we solicited 
prices from our companies and in turn made these 
available to our companies again, that might be some 
implication of collusion of one form or another, 

MR. BRYDEN: Would not all those prices 
appear in manufacturers’ price lists in any case? 

MR. CONDER: Yes sir. We might have gone 
arlittlertoo far, 

MR. BRYDEN: Couldn't a small manufacturer 
get a price list of his competitor? Aren't they 


published and sent to druggists? It seems to me it 
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ereates a little difficulty in discussing these things 
for Committee members if these are to be included and 
referred to by name. a 

MR. CONDER: I am quite prepared with our 
legal counsel's concurrence to leave it to the discretion 
of the Committee, 

MR, HUME: Mr. Chairman, I can appreciate 
Mr. Bryden's problem, but it was my advice that I had 
given sincerely that this Association should not in any 
way engage in any activity even in these Committee 
hearings that might bring it under any criticism of 
the Combine's people in Ottawa. Therefore, it was my 
recommendation and advice that they have this done by 
an independent outside firm, which they have done. The 
compilation of the result, if it was to be distributed 
publicly, ‘ould include our own members, and we would 
be under criticism. 

I think it was made clear to the companies 
that this information would not be turned over to the 
Committee. I do not think we are trying to be cute 
about it, but it was merely our position cvegarding 
these prices was that there would be no suggestion that 
any information about prices pass through the 
Association's office. 

That is the explanation, Mr. Chairman and Mr, 
Bryden, but it is your information. I do not think it 
has to be confidential in the sense that you cannot 


refer to it, but we do not want it to appear in our 


records. 
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MR. BRYDEN: It is a eonfidence problem 
rather than bringing the individual -- 

MR. HUME: Absolutely. I am trying to 
protect the Association. That is the problem. 

THE CHAIRMAN: I think the point is well 
taken, Mr. Hume, and having in mind the statements that 
you made in our original terms of reference, that we 
have this problem and certain matters being under 
investigation by another body, I think the information 
that you have in mind, Mr. Bryden, will evolve in 
future sessions on a more specific basis perhaps by 
individual companies rather than through the 
Association. 

MR. BRYDEN: When we get into individual 
companies, will they appear at all? 

THE CHAIRMAN: ~ would think it reasonable 
to expect that there may be some question of specifics, 
if we might use that word. But as stated earlier, I 
think in this brief, I think individual statements from 
the company should come from that company itself and 
not the Association. 

MR. WREN: Before the witness stands down 
T wanted to ask one question to clear my mind on 
Appendix C. You make a point of distinguishing 
petween a sales tax in Canada and the absence of one 
in the United States. You avoid mentioning whether or 
not there is any State sales tax applied to these drugs 
manufactured in the United States. 


MR. CONDER: I honestly don't know what the 
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individual State position would be, Mr. Wren. 
MR. WREN: My question is, are any of the 
Z 
States levying taxes on drugs? 

MR, HUME: I think the answer, Mr. Wren, 
teathateis sopebut 1% is not part ef costs against the 
customer but is added as a direct tax and the customer 
pays it in the end, but it does not appear as part of 
the price. 

Mr. Chairman, the witness is not going to 
stand down, in case: there is any misunderstanding and 
after the short break, I will call on Dr. Dixon to deal 
with Volume e. 

THE CHAIRMAN: ‘In our examination that will 
enable us to deal with both of them? 

MR. HUME: Yes. 


THE CHAIRMAN: We will have a five minute 


break. 


-~-=- Short recess. 


MR. HUME: Mr. Chairman, before I call 
upon Dr. Dixon, I would like to correct something that 
I said just before the adjournment, that is apparently 
not entirely accurate. In answering Mr. Wren of the 
Committee, I indicated that it was my understanding 
that the sales tax in the United States was a tax added 
on the price and passed on to the consumer. 

This, I am told, is an accurate statement, 


but it only tells half the story; 1% is quite true 
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for some States with regard to patent medicines or drugs 
sold over the counter where the public purchased the 
drugs, whereas, I am wiles tae informed, and I think 

this can be verified - I will check this to make 
absolutely sure - I think for the present discussion 
except perhaps in odd incidents there is no State tax 
on prescribed pharmaceutical products. 

THE CHAIRMAN: Would this be an appropriate 
time, Mr. Hume, while it is fresh in our minds to ask 
you at what level and where the Canadian Sales Tax 
was applied? 

MR. HUME: Well, it is my understanding 
I will make an off-the-cuff answer with all the risks 
that are involved in that, they were applied at the 
manufacturers! level, is deducted by the - is charged 
by the manufacturer,.remitted by the manufacturer. 

If that statement is not correct, I will certainly see 
that an appropriate letter is written to the Committee. 

Mr. Chairman, as the second chapter in our 
presentation I am going to call upon Dr. Brian Dixon 
who has been introduced on page 1 of the main submission, 
as Assistant Professor, Commerce and Business Administration 
Queen's University and rather than have me read out the 
list of Dr. Dixon's qualifications and have him merely 
say yes, that is right, he is not a modest man, he 
won't object to telling his own qualifications to the 
Committee. I am going to ask him to do that and then 
present his Economic Analysis. 


DR. DIXON: *« Mr. Chairman, I suppose the 









Po Spr ~ , 
7 becai 
vy = 
Es; 
- 
a 







7 aX i 4) " 15 
5“ £ rie : iy ot " 5 
atago Be 7 . aunte q ma 
: 7 


add) Bsreostiq ate ert eames eit TaVvO “bLoe adi 






at ta “y ‘eed 










Ave 2S 






\4 
aan 
7 





vertes Db bre , Sear Tae Sdetier me x pees ode sexins fe 
3-4 
he 







| to waar © Pei? ool LEGh dg - BePRExoy sd nae ets 4 


i 








} 
Ll 
{ 





: bea tke —— - ni ds ‘ a % odie PF be “ y 
é et Any PP ae — Sit e ‘@ ALLIS he = IH wieg sloads ra] 
see oo tehifont bbe al ix9q TySoKe 
; 
s 
j é i Sait # | 6cl 3380! q no 
4 
id 7 A ee 
a in. tM .omty 
2 t rs yy } (9 i eta Ss. VOY 
Topollags gav 
| jee ’ ; 4 a hi nM 
i. . 7 | | Pe 
i il * “ wT 
i “4 
gia t pr ats Fei 
| L ? © f ~ ta Lifr cin 
, 
; | ) i Gli! ony yd 
5 efcecde tae 27 
] 
j 
= : - re 
| ee. —] < = & OOS fe st ay 
re ' ry mT 
een L141 bik »* a 
i 
| exid _? \ ne k noidesnéeeng 
' 
, » | NO“tol eed tan ow 


* 
t 


—-_> 
- 
ee 
= Gs 





© 8268 







“9 
; , 
i) re 







i bane tude ob o? dal eae cae atts : 
- ; i] Le 7 
at vie iL Sion cal y 


aoe ee tk, 
ae i 












tli 


tii 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Dixon 1156 


== 


relative information would be, first of all, where I 
obtained my degrees: My B.A. from University of 
Manitoba in Economics, my Ae of Economics from the 
University of Toronto and my Ph.D. from University of 
Michigan in Marketing, Business Economics and Economic 
Theory. 

I have taught at Assumption University in 
Windsor, University of Michigan, at McMaster's University 
and I am presently teaching at Queen's where I teach 
Marketing at the undergraduate level, and Business 
Fconomics at the graduate level in the newly formed 
School of Business. 

I have consulted for a number of different 
firms - for the record, none of which have been in the 
pharmaceutical industry. I have also been the author 
of a number of articles and one book on the subject of 
price discrimination and have also had varying degrees of 
outside business experience along the way, although 
primarily as an adjunct to my academic career. 


THE CHAIRMAN: Thank you. 
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AN ECONOMIC ANALYSIS 
of the 


PHARMACEUTICAL MANUFACTURING INDUSTRY IN CANADA 
submitted to 


STANLEY N. CONDER 
General Manager 
Canadian Pharmaceutical Manufacturers Association 


by 
BRIAN DIXON, B.A., M,Com., Ph.D. 
Consulting Economist 
Kingston, Ontario 


SEPTEMBER 15, 1960 





INTRODUCTION 

In attempting to make an economic analysis of 
the pharmaceutical manufacturing industry in Canada, one 
is faced with the problem of the limited availability of 
Statistical material. Generally speaking, statistics 
relevant to the industry are rather scarce in Canada. In 
addition, the period of years for which data have been 
available specifically referring to the industry have 
been very short from some sources, and lacking in 
adequate detail i others. This makes it necessary to 
restrict the quantitive aspects of the analysis to a 
relatively short period of time (6 yrs. - 10 yrs., 
depending on the data). This creates the danger that the 
time period will be too short to give an accurate picture, 
and also too thin within the time period. Wherever it 
appears reasonable, as a result, apparent trends beyond 
the confines of the data are indicated, and much of the 
analysis is in qualitative, rather than purely an3 eye an 
terms. 

An additional problem occurs in that the tWO 


main sources of data, Taxation Statistics, from the 
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Department of National Revenue, and the Annual DBS report 


=" 


on the Medicinal and Pharmaceutical industry, do not have 


dN 


3 their statistics arranged in completely compatible fashion. 


; / 
In the DBS report, information is based on factory sales 


aS 


5 figures, while in the taxation data final sales figures 
6 including freight and distribution expense are used. 
y) Also the taxation figures refer only to incorporated 
8 enterprises, while the DBS data includes partnerships and 
9 proprietorships as well. This last difference is not 
10 felt to be particularly significant, as the incorporated 
11 firms form the preponderant majority of the firms in the 
12 industry, and would appear to have an even higher proportion 
13 of the industry sales. It is not felt that the problem 
14 of incomplete compatibility will distort the analysis, 
15 provided that the particular source is kept in mind when 
16 the data are viewed. Throughout the report the source 
will be indicated to facilitate this. Might I just inter, 
ject, that I have deliberately chosen to use readily 
available statistical material, primarily neeatee it is 
the best available, but also in terms of striving at what 
I have to, in my position, as high a degree of authenticity 
as I can muster. 

The most significant approach in evaluating 
the industry from an economic point of view is to examine 
the state and nature of competition in the industry. 
Within this general framework, economic aspects of the 
industry can be examined from a consistent base. iso, 
in view of the considerable interest at present, in the 
social impact of the industry, such an approach is par- 
ticularly pertinent. If it appears that the industry is 


competitive, thén this provides the best indication. of 


favourable social behavior of the industry, as opposed to 





eT 





oan. 
] aan a 















| } 2 ee eS a - a 
7 Fiegi: Cae | cs harsh att ae: 4 Ss 
| a as my ry, ras 


Ee ton ob eather footie | 









‘peti JH] Si8!l Toes '¥ ieee per a mst 
ice vebtrs) We SeBed a segues 4 acre ead ast rae 
| Vee ieos Dank fe splferad . eid pl otlaw betugt 

























All 446 Senegks mol witetel® His Sigte? gathuloat 


bei ereaseot! of cine + étee-feaped? solsaced edd! costs 


tc 
J" 
= 
> 


joy 290 gad eltiw .agatagasdns 


| 
eselyit geal olat.,..Liew.ee eqidasosatagoqa 7 


apliteets ysrefuelttea st. of # fat 


ra we To gt lseten tareteiediere sf ero? eet 
ci newe a ave od teeqqe bivew baa .grtaubat | 
of git gl ..seles yitadhrd ead We 


steal Dili WF Ladivegiog ase: aici ‘26 

wee welw rinse ac? ed? Sebtyotyg 

mij? Suiatsvoouty) ' ,Ba@eiv ote. 6260 eae. F 

) TeilllanS od patestbal ec LUtw 

- screen ‘lee srou?leb sredt Y gated oe! 
wring «iatrejean Lectealiave aeideliarse 


itq )o -emriey AF oote dud  atdetiawd teed end 


ay Hiseves oO soigge Janeth loale wees we 
eeitinése ateel weey Reo deetod ‘oto ae ervennyt, St 
' J 4m Yagons Ag. its i7 foaQuso ‘6 ercard eamt eee | 
\ 


ny ate 70 Bd oaGe s OTRO DS La aWahaey ated ip 
d 


1 scUTh. .eced 42 S/alpeeo. 6 ator dh bate 


te ee ee a 


—< 













out of tases 14 Janno we 3 Tet ately koaree b' @ - 
‘a - he oa kal me nied 
=e sf) desovdae: fm +: aA 5 ae e toega 


Og 
nbn sath, 2.0 a5 
an iy vt Cs 


a 









ay) i 
vies Oe 


7 } ae 


Dixon L159 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 





We industry which was essentially monopolistic in 
character. Particularly relevant in this context is the 
area of growth and new product development and improvement), 
particularly in view of the‘industry's role in 
influencing the health standards of the country. No 
attempt will be made here to evaluate this health aspect. 
The relevant issue for this report is that whatever 
improvement in health standards are to be expected from 
the industry can be assured more effectively if the 
industry is more, rather than less, competitive. 

As a general introduction, as will be indicated 
in detail in the report, it appears that the industry 
evidences a substantial degree of competition, evidencing 
itself ina variety of ways. This has contributed to a 
period of sustained growth, and what appears strongly to- 
be a continual pressure towards new product development 
and improvement. 

In making this analysis, factors indicative 
of the degree of competition in the industry will be 
evaluated. In the process a number of gaat tionst factors 
which are felt to be of general economic relevance will 
be considered at various stages of the analysis. 

In evaluating the extent of competition in any 
industry (and this applies particularly to the 
pharmaceutical industry) it is to be remembered that 
competition in the economic system as it is structured 
today cau and does take several forms. In addition to 
price competition, there cante quality competition, 
product improvement and new product development 


competition, service and distribution competition, and 
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promotional competition (sales force activity, advertising). 
Of these, perhaps the most competitively explosive is 
new product development. . this is particularly so in view 
of the structure of present day industry, with firms 
typically possessing substantial amounts of capital 
investment, of a fixed nature. They thus have a degree 
of immobility as far as movement out of the industry is 
eoneerned. This makes the impact of new product 
development all the more severe, since financially 
eomfortable exit from an industry is difficult if not 
impossible because of the heavy fixed asset commitments. 
Thus new product development provides a spur to 
competitive efforts of the firms in the industry. In 
addition, this particular aspect of competitive activity 
has perhaps the most significant impact on economic 
growth. 
NUMBER OF FIRMS 

In 1958, the Pharmaceutical Preparations 
industry was composed of some 196 establishments, as 
gavostea by the DBS repert on the Medicinal and Pharma- 
ceutical industry. {Hereafter referred to as the 
Pharmaceutical Industry Annual). However, because of 
the definition of the industrial classifications, this 
does not include a number of firms which sold pharma- 
ceuticals, although classified in some other industrial 
grouping. These include chemical firms, food producers, 
and other who, in the process of product diversification, 
have moved into the pharmaceutical field. In fact, this 


movement, which is not easily indicated in a direct 





acie!dcbyBe eh tebshanl Soret 
| bseloxs aha oka! +) 








oe 


f; Ce - 
“ae ry oe Sail are 





refuwt trig. ad ‘eter Poemqo fev en Re 5 
yr agins gu’ Suidadaq t0 entidourte att to 
ravens Datdnedadyee gileessasg ¥flestayd 
Hyad wed? ..a9hS ak bak? i te .dapeteeeek 
tue Stem iwcen | ae “et es yitildomul to 
Y Wen To Faget -ags wen att aiat ‘bearepdoy 
oe Sete althen aig”a ed? ifs Cnomcolewab 
Tih el eusgehar we mort @¢Fxe aldetnotdos 
‘tas baxtt wree eld to sensosed eldtesoqmt 
a weblvoyd Siewpeieren doubotg wan suit 


ante ol emul) eda 20 @2eOT1Ss eels ieaases 


tee lo ¢ovgeu wetdofideq athe .okeree 
Aes 

‘equ? Jacottingls’ deum ald edadied ban 

Awworg 


vs 2 yb ger at eft Heer nr 
‘datas Of cage Io besegaudo sew gudevank 
oy wis ad deogat BAG et vi besueqet 


iewyetes ret Teds) letenhil Leokeien 


cxuewed .( leans wetewtal Oselsusoemradd 


jeri” nn siummmiinaas 


Appian shso ‘singe mt bartinadts aywoditte va 


bpleenso  Cebedanted ede) 6 noretatreb aid 
cobdw woth Lo rome’  leieowt Hon 800, lL. 
ao 


sree Fo07, .<amnit Lagieerdth pee vs ; ata oh 


| Ss cite satel to Besooa eke ar, 
Coa Seat’ ae 


eae i 






; > 











CBistin iss 
Rl af woe 
J J 






Ay tad 
Ht 
1. an 

wire 
















= 





ANGUS, STONEHOUSE & CO.LTD. fi xon 


TORONTO, ONTARIO al 61 





quantitative fashion from general statistics, but can 

be readily observed individual company operations, would 
appear to be a strong compétitive pressure in the industry. 
This is consistent with the strong competitive pressures 
generally created in other industries when multi-line 
producers move in. These new entrants, having their 
main sales and profit support outside of the industry 
they are entering, and presumably having some cost 
advantage (such as of productive facilities) to have 
moved in the first place, are able to compete on a 
vigorous basis, and can often, if necessary, sustain 
substantial losses over a period of time in order to 
obtain a position in the market. 

At the same time, these firms do not enter the 
industry as green entrants, but bring with them success- 
ful general management skills, and specific related 
skills and techniques. Thus their entry cannot be 
ignored by the present firms in the industry, and their 
effect is generally significant. This pattern of events, 
already occurring to a considerable degree in the 
pharmaceutical industry, can apparently be expected to 
continue. Since large firms (such as those from the 
chemical industry) have been making this movement; the 
degree of competitive pressure which they can be 
expected to exert will likely be substantial, and 
perhaps more than superficiaily indicated by the amount 
of sales. These new and potential multi-line entrants, 
particularly in view of the kinds of resources which 


they bring, coupled with the number of firms indicated 
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as being primarily engaged in manufacturing within the 
industry, indicate a ee wea rama degree of competition, 
as far as number is concerned. (See Table 1. for number 
of establishments, 1950-58, and also for the somewhat 
more inclusive compilation of corporations in the 
Pharmaceutical Preparations Industry reported in the 
Taxation Statistics, Department of National Revenue, 
hereafter referred to as Taxation Statistics. ) 

I might add here that,I believe it is 
significant, although these firms have the potential 
facilities and have been moving in, to some degree, there 
is no rush to get in in the sense of many of them pouring 
in in great numbers. 

They can enter; they have the facilities; 
some of them are entering. The fact that they are not, 
is to me at least, a qualitative indication of some of 
the other indications of competition in the industry. 
You would otherwise expect that, if you want, the 
industry were a fat goose ready to be plucked, because 
of monopolistic practices in the industry that there 
would be a rush of firms to enter, which has not been 
the case although some of them have been. 

In other words, the industry is held 
competitively as much by the possibility of entering 
of these large firms as it is by their actual entry, 


both of which have been in evidence, 
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TABLE 1 


Number of establishments in Number of corporation 
Medicinal and Pharmaceutical in Pharmaceutical 
Year preparations industry (a) Preparations industry] (b) 
1950 raj & 
1951 206 
1952 ral Bo 
2358 ease 184 
£954 216 193 
L955 210 202 
1956 212 214 
1957 207 220 


1958 196 210 


(a) Taken from annual reports by the Dominion Bureau of 
Statistics on the Medicinal and Pharmaceutical 


Preparations Industy 


(ob) Taken from Taxation Statistics, annual reports by 


the Department of National Revenue. 
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CONCENTRATION 

The degree of concentration in the industry 
is difficult to measure dué to the lack of available 
statistics. This is compounded by the almost insigni- 
ficant number of pharmaceutical firms which publish 
annual statements, most being either privately owned. 
concerns, or subsidiaries whose reports are consolidated 
in that of the parent company. However, a reasonably 
good measure of concentration can be obtained from a 
classification of establishments by sales volume found 
in the Pharmaceutical Industry Annual. 

In 1958, eight establishments shared 41% of 
factory sales volume, and an additional 29 shared 43% 
of the factory sales. Thus 37 establishments shared 84% 
of the factory sales, with an additional 16 firms, 
combining to share 90% of the business, the remaining 
10% being shared by the other 143 firms. Thus the total 
of firms in the industry as a raw statistic must be 
modified by the fact that many of these establishments 
are obvicusly very small ... However, the number of 
establishments of significant sales volume, as indicated 
in the Annual, does not indicate a particularly high 
degree of concentration. It allows for several dozen 
establishments with sales volumes and shares of the 
market adequate to provide a vigorous stand in the 
market. ‘this degree of concentration is less than can 
be found in a considerable number of other industries, 
particularly in Canada, where the limited size of the 


market tends to keep the number of firms small, and the 
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No. establishments 
over $5 million sales 


Sales volume est. 
over $5 million sales 


-No. establishments 
$1 million-$4,999,999 


Sales volume est. _ 
$1 million-$4,999,999 


No. establishments 
$500-$999,999. 


Sales volume est. 
$500-$999,999. 


No. of establishments in 
3 groups as % of total 


Sales volume of 3 
groups as % of total 
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TABLE 2. 


1953 1954 1955 1956 L957 1958 
(millions of dollars for sales figures) 
fe 4 3 “ 7 8 
24.4 25.7 19.6 26.9 49.5 65.7 
18 22 24 27 27 29 
54.2 41.8 55.2 66.7 65.0 66.5 
27 25 24 17 16 14 
19.6 17.3 17.5 11.6 10.8 9.2 


22.6 25.6 24.2 22.1 24.2 26.0 


835.6 85.9 85.5 85.9 88.1 90.0 
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concentration quite high. At the least it can be regarde 
as no more than a "typical" concentration. For example, 
the Chemical and Allied Préducts Group, into which the 
pharmaceutical industry falls, has a virtually identical 
concentration of establishments, with 20% of the 
establishments accounting for 84% of factory sales, as 
compared with 19% accounting for 84% of factory sales 
in the medicinal and pharmaceutical industry alone. 
Comparing the figures for 1958 with the previou 
years back to 1953 (when this information first began 
to be published), it would not appear that there has 
been any significant change in the concentration. In 
1955, 24% of the establishments shared 85% of the 
business, while in 1958 27% shared 90% of the business. 
(See Table 2. for 1953-58 figures). When it is 
considered that some of the smaller firms are regional 
rather than national in market coverage, this tends to 
increase the number of firms effectively competing for 
market share in any given market. Although the regional 
firms will be small in relation to the large national 
firms, their sales volume in their own area can give 
them a better relative position in that particular market 
In addition, with only regional distribution and promotio 
with which to contend, instead of the relatively high | 
costs of both intensive and extensive distribution 
over the limited Canadian market, the relative competitiv 
strength of some of these smaller firms is further 
improved. 


It would appear then, that the degree of 






» 


iy Tete 

We rae 
Wasp 

c=ee 










ee 


| - oa - 

é; Ws a we rae yay mre ; 

iat atl ns. a2 aa ade #h ats = , J , [Ou 4 ae fy ? . 
,Slawtaes ine vate trerdapands seasteee” a ratty o70m” 






4 


| Pubftomst wll angaiv @ ont \alial. wefeubrd eee 


; 


| ony, te RE ngte . ednemdiel! fides to (“olvershectes 
























& .9aian vrogont to S05 cot aalendoaor esnoutialidates 


Ise yaoved? ‘to S48 ot yatenmeaces Wet ditw fedsgmos 
peole enigeint Leder ristig bar Teatoetbex and ref 
Lee ms NTE eel yi) Beat? eh? gehen 


Sole quYniat shad serie) eel of aesd gapey 
ang Jarry “eggs Jon biwow #2 «  bedeltiduy ad of 
isiiMeuto" sult A) agiieriy dso lDiagks yas wesd 
(ats peqewietivetsa eng ‘Ye RIS Veer 

; : 
whee ive bowectd BTS S@RE al altdw <eeentend 


st JeEQOL set 6S efdet ob8) 


7 4 | sit: oat to ame gett boasbtendo || 
| emt x gvinveo tanven ol Jengtias sadd gedser | 


OLiegoo Ylaw vette envi? Ie wenn sdf sreevont 


| ; Sus oon cevtg We af seetiea deoaltvam 

| f ioe ia | ae, qjqelraiss az ifame ad Litw aarrt? i 
1 

ovig ante reve owo afedy af omtlovw esiex thend lank? 


, 
THT Ro wos aq Tels 9f teisiqoy srviveles teefed es mote 
| 


| Molsemory mae netopdlegatt fanhizey ¥lao atiw fotdnbba at re 
Said yleviselat ef? Yo beefaql jonsenep oF Moet takw ' vad 
at 


if moltod tage eviensiss pne orleqedar dod to 4 AS. joo tae 
j 


pid tdsqion oMbteletr ele ptexrem attain Be Eke 
at 


we aly 
deg rata AAA rat ee oe a tod 
7 | ~ fe 0 ary 










on : rn i, 


ee 


Dixon 1166 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 





concentration in the industry is not of an order to 
prevent effectively competitive conditions from prevailin 
in the market, and further/“that the degree of concen- 
tration vis-a-vis other industries appears to be such 
that limits to effective competitive pressure are as low 
as, if not lower than other industrial groupings in 
Canada. It appears reasonable to expect comparable results 
to those indicated in concentration studies by the 
Natinnal Industrial Conference Board in the U.S. where 
the pharmaceutical preparations industry ranked well 

down in the lower half of all industries in size of its 
concentration ratio. (Such a conclusion is indicated by 
the analysis in Industrial _Concentratic Lon, Royal Commissio 
on Canada's Economic Prospects, No. 23, prepared by the 
Canadian Bank of Commerce, Note particularly page 31, 
where concentration in the pharmaceutical preparations 


industry is indicated as being low. 


= 
jt 
— 
b 
C 
=) 
ct 
> 
@ 


subject of the U.S. experience, it should be noted that 
the Canadian Pharmaceutical preparations industry has 
a substantially larger number of firms, proportionate 
to the relative population of the two countries, than its 
U.S. counterpart. (Approx. 1200 companies in the U.S. 
as opposed to 200 in Canada, a 1-6 ration, while the 
population ratio is 1-10.) 
PROFITS 

As a measure of the extent of competition in 
an industry, it is difficult to draw a direct inference 
from the rate of profits. The rate can be influenced 


by a rapid rate of growth in the industry, the amount 
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of risk the capital requirements of the industry; among 
the most important elements. Therefore a direct 
comparison with rates of réturn for other industries and 
for manufacturing as a whole are not necessarily 
definitive indications of the state of competition in 
the industry when viewed in isolation. The analysis must 
include an evaluation of the factors influencing the 
rate of profits, and if the rate is not consistent with 
the expected effects of these factors, then some 
pertinent conciusions can be drawn. Of course, if the 
rate of profit in the industry is substantially above 
others in similar circumstances, this would legitimately 
raise suspicions. 


The issue is what is too high. As indicated 
this cannot be evaluated in absolute terms, particularly 
ever a short period; since the relative immobility of 
capital does not make for immediate adjustments in entry 
and exit of firms, in response to more or less favorable 
rates of return. Excluding an abnormally high rate of 
return, the relevant question to ask concerning profits 
is if they are appropriate to produce a level of growth 
and activity in the industry which appears desirable. 

In other words, provided that no profits except those 
explainable in terms other than monopoly profits are 
being taken, does the rate of profit which does exist 
provide the kind of incentive which is necessary to 
produce the results desired in the particular industry. 


An examination of the rates of profit after 


taxes as a percentage of net worth and as a percentage 
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of sales volume in the Pharmaceutical Preparations 
Industry indicates that in the past 6 years, the rate of 
return has been above that of the figure for all manu- 
facturing. Compared to some other industrial groupings 
with characteristics of fairly consistent growth, high 
obsolescence, or high risk, the industry has not been 
out of line, and some industries with similar character- 
istics are far as risk, growth and obsolescence are 
concerned have had higher rates over the period. 

The average rate of profit after taxes as a 
percentage of net worth for the industry from 1953-58 
was 10.1%, compared with an all manufacturing average 
of 5.3%. When one rere that the all manufacturing 
figure includes a number of chronically depressed 
industries and those which appear to be suffering a 
secular decline, while the Pharmaceutical Preparations 
industry is in a period of substantial growth, the 
rate of 10.1% is not surprising or extreme. (Figures on 
profits have been drawn from Taxation Statistics. 

See Table 3. for detailed presentation of rates of return} ) 

Net profits after taxes as a percentage of 
the sales dollar show a similar pattern, although the 
industry figure is closer to that of the all manufactur- 
ing average, and substantially below that of some other 
industries. The six year average for the industry is 
6.3% compared to 3.8% for all manufacturing. 

As a general comment, reasons for which will 
be indicated in the following discussion of factors 


affecting the rate of profit in the industry, it is not 
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felt that the rate of profit in the industry is abnormal, 
or undesirable. It is not felt that it is an indication 
of monopoly extraction of profits. 

FACTORS AFFECTING THE RATE OF PROFITS IN THE INDUSTRY 
Position in the business cycle - The Pharmaceutical 
Preparations industry has been in a definite upswing in 
both its secular trend and in a cyclical upward swing 

as well. This upswing has been generated particularly 
by the development inthe last few years of a number of 
significant product areas, notably tranquilizers. 

At the same time, manufacturing as a whole, 
particularly in the last few years, has been much less 
buoyant. While the rates of return for other industries 
would appear to be turning upward, the pharmaceutical 
industry rates have levelled off, and there are indications 
that the industry is facing a period of some duration 
when there is going to be considerable downward pressure 
on rates of return, (See discussion in summary for some 
elaboration on the factors which could lead to the 
expected downturn.), unless some rather grand scale 
product developments occur to push the industry into 
another period of active acceleration (such as a cure 
for cancer). 

The divergences between these two cycles can 
be seen in Table 3, where in 1953-54, the Pharmaceutical 
Preparations industry was experiencing relatively low 
rates of return in comparison with other industries. 
After this point it began to climb while manufacturing 


in general started to slow up. With the expected results 
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from the next period, and if separate data had been 
available for the industry prior to 1953, the divergent 
cyclical pattern could be expected to be even more 
apparent. 

Analysis of this factor, then indicates that 
the present relative superiority of the rate of return 
for the Pharmaceutical industry as compared to all 
manufacturing is enhanced by a short-run lack of phase 
between the cyclical patterns. Longer available data 
for the industry, it appears reasonable to conclude, 
would show less variation than indicated in the short 
period data available. 


Risk and obsolescence - The industry is characterized by 





a fairly high degree of risk, inthe sense that there is 

a continual introduction of new products, which generally 
operate to displace existing products. Since the rate 

of introduction is essentially random (due to the 
sporadic process of research development of new eoauctn’ 
there is a continual risk that a new product will be 

cut out of the market by a better one before anything but 
costs have been obtained from the market, 

This leads to an indicated rate of product 
obsolescene of a fairly high order. Yet, because the 
industry is characterized by an orientation to a contin- 
ual stream of new products, firms must continue to 
bring new ones out or be prepared to lose ground 
competitively. This compulsion to bring out new products 
with the attendant risk that the product will not pass 


the test of the market (either because of inappropriateness 
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or competitive superiority), definitely gives the industr 
a rating of a risk industry, (as compared, let us say, to 
an industry which is producing a small number of relatively 
stable products where the rate of product improvement 

or development is low). A fairly high rate of profit is 
to be expected under such conditions in order to induce 
the firms to continue to invest in what is an uncertain 
environment. This is not a condition peculiar to this 
industry, or just to the manufacturing segment of our 
society. High risk is expected to bring higher rewards, 
to compensate for the taking of the risk. That such a 
state of affairs is desirable appears to be eminently 
eerer ee not just because the greater risk justifies 
some extra compensation, but that it is the risk 
activities which tend to provide the greatest stimulus 

to growth and development. It would appear desirable 
that such activities can expect a rate of profit higher 
than less dynamic ones so that investment will be 
channelled appropriately into activity conducive to 
growth. If no particularly higher rate of return was 
forthcoming on riskier activities it is not reasonable 

to expect any great willingness to perform them. 

Risk in the industry is indicated in several 
ways. One is that the sales pattern of individual 
products is extremely variable year to year, and in a 
largely unpredictable fashion. Data on this can only 
be obtained from individual company examination, and is 
not appropriate to this analysis in any detail. 


However, the obsolescence experience of one 
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particular firm over a 10 year period gives some 
indication of the unpredictability (and hence risk) 
involved in the introduction of new products. The 
survey Cade eatae that products which made up 60% of the 
items in the regular line, and pontnioeted 45% of the 
sales volume, ceased to exist on the market at the end 
of the 10 year period. Such a rate of obsolescence adds 
substantially to the risk factor, and is a sharp example 
of the continued ey eke for new product development 
and introduction. if a firm is not to lose ground 
severely in the market. 

The other statistically observable indication 
of risk in the industry is found in examination of the 
proportions of loss companies to total companies in 

this industry, both in the absolute, and in comparison 
bo..611 manufacturing, and some other selected industries. 
Such an examination (See Table 4. for details of loss 
proportions ) indicates that the proportion of loss 
companies has over the period 1953-58 been about com- 
parable to that of all manufacturing, 27.2% or 27.6%, 
and generally higher than in industries with comparable 
rates of return on profit. This data supports the 
qualitative observatinn that the firms in the industry 
run risks by either bringing out products at a rate 
sufficient to assure good profits (the reward for 
successful risk taking) or lose out if the process is 
not successful (the price of failure to successfully 
introduce and maintain products). It would seem that it 


is not easy in the industry to muddle along comfortably. 
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TABLE 4. 


1174 


Loss Companies as a percentage of total companies in Selected 


Industries and for all manufacturing. 2 


Year 

Industry 
Alcoholic Bevs. 
Aircraft + Parts 
Carbonated Bevs. 
Machinery 
Motor Vehicles 
Motor Vehicles P+ A 
Pharmaceutical Preps. 
Soaps + Toilet Preps. 
Tobacco 
Wire + Wire Prods. 


All Manufacturing 


1953 


9.5 
20.0 
24.2 
27.3 
rey 
15.0 
28.6 
29.7 
19.3 
18.2 


27.5 


1954 


16.1 
24.35 
25.5 
31.8 
27.5 
19.6 
27.5 
26.2 
25.0 
16.6 


51.9 


1955 


8.6 
27.1 
25.7 
26.4 
16.6 
135.8 
26.0 
20.1 
21.7 
17.2 


26.9 


1956 


13.9 

5.9 
35.8 
22.1 

8.5 
17.5 
18.5 
53.5 
24.0 
21.2 


24.35 


1957 


5.62 

6.0 
$4.5 
25.1 
57.5 
19.6 
50.6 
14.6 
19.2 
21.8 


26.7 


a. Data from Taxation Statistics, Department of National Revenue. 


1958 


0.0 
37.5 
16.7 
57.6 

0.0 
31.7 
52.2 
25.9 
24.0. 
18.0 


28.2 


Average 


as 
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A firm appears to ‘be faced with thealternative of 
aggressively developing and promoting its products, and 
enjoying financial success as a result. or being decidedl 
unsuccessful, Individual observation of firms in the 
industry bear this out, and details available as a 
result of hearings in the U.S. also substantiate this. 
All this is characteristic of a risk industry, and in 
mee an industry one expects and it requires a rate of 
return higher than the average for all manufacturing, 
composed as it is of industries ranging all the way from 
extremely high risk to virtually riskless. 

As a final comment on the degree of risk in 
the industry, it will be observed from Table 4. that 
the percentage of loss companies has been steadily 
eesoneaue after reaching a low point in 1955-56, by 
1958 having reached a point where it is observably higher 
than the average for all manufacturing. This ties in 
with the indications that the industry appears ‘e be 
approaching the end of its particular upswing and is 
likely to face a period of increased downward pressure 
on profits. This increase in loss companies coincides 
with the levelling off in rates of return indicated in 
Table 3. 
Research - The most obvious manifestation of the risks 
in the industry, and at the same time the competitive 
pressure existing in the industry, can be observed in 
the heavy research orientation of the pharmaceutical 
manufacturing industry. It is not my intent to delve 


into arguments pro and con as to the specific social 
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merits of the fruits of this research. From my frame 
of reference, this activity is only pertinent in that 
(1) it is an aspect of the competitive activity which 
exists in the industry (2) it is an example of the risk 
and obsolescence characteristics of the industry, and 
(3) that the research activity in the industry does 
cause a continual stream of product development and 
change of a relatively high order. In purely economic 
terms, one feels this is desirable. It does not seem 
validfor any individual or group to make the extensive 
value judgements necessary to say what social contribu- 
tion new products and improvements have. Without making 
such a subjective evaluation, all that can be said is 
that a high stream of product improvement will be more 
desirable than a low Seren in terms of improving the 
material welfare of society. Product development and 
improvement, indeed, provide one of the most significant 
vehicles of competitive activity between firms in the 
economic system as it is now structured, and in terms of 
material gains in goods and services, one of competitionjs 
most obvious benefits. 

The research activity which is performed in 
the industry is at the heart of the successful competitiv 
efforts of the firms in the industry. A continual stream 
of new product ideas, as indicated earlier, is necessary 
in order that the firms at least stay abreast of their 
competitors. It is perhaps not too much to say that the 
firm which does not perform adequate and effective 


research does not stand much of a chance. This would 
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appear to be becoming even more significant in the 
future for the industry. (Clear expression of this can 
be seen in an article in Fortune, May, 1960 by Charles 
E. Silberman - "Drugs: The Pace is Getting Furious” page 
138.) Because of the nature of the product (prescription 
drugs) is not actively sought by the consumer and whose 
variation in demand for the product is predicated by 
illness rather than by the normal price-satisfaction 
evaluation of most consumer products, there is a 
premium on competitive effort which produces new and 
better drugs. The consumer, and his agent in the 
purchase of drugs, the medical practitioner, are 
motivated more by concern over the absolute efficiency 
of the drug, than by its relative price. In other'words, 
competitive activity which is primarily directed at 
lowering costs of existing products does not lead to 
market success as effectively as producing a better 
product. The consumer puts a premium on activity which 
enhances his prospects of better medication, rather 
than putting primary pressure on static efficiency. 
As a result, research activity and the ensuing developmen 
and introduction of new products is the primary 
competitive orientation of the industry, rather than the 
primary competitive pressure being exerted in other 
ways. 

The necessity of directing a large measure of 
competitive activity in this way sets the stage for the 
risk and uncertainty of the industry. 


This is primarily for the following reasons: 
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(1) the timing of new product improvements is largely 
unpredicatable. 

(2) the anticipation of competitor action is even more 
unpredictable. This intensifies the pressure towards 
product development, and active promotion of a new 
product when it is; introduced, since the risk of 
competitive eclipse is always present. 

(3) The degree of product success is hard to estimate, 
aside from competitor action, since the merchandisable 
eeetinies of a new product are hard to evaluate until 
well along in the development cycle, if not in actual 
market use, 

These factors are intensified by two aspects 
of the research process. The time cycle from new 
compound synthesis to market introduction is long, thus 
the possibility is continually present that a firm might 
be precluded from the market by a competitor's product 
after being involved in the development of a product 
for some time. This time cycle is a little difficult 
to estimate, but a reasonable statement would appear to 
pe that it.is of the order of 3-5 years. In addition 
the percentage of compounds synthesized in the research 
program which becomes marketable is very small. No 
industry figures are available on this, but one firm in 
the industry has the experience of somewhat less than 
1% of its compounds reaching marketable stage. 

These two aspects of the research and development 
process intensify the risks in the industry and at the 


same time put a premium on the aggressive striving for 
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new products, both as a means of competitive superiority, 
and competitive survival. It would seem that the firms 
in the industry would find their best competitive strateg 
in emphasizing their research and development activities 
vis-a-vis other competitive activities, coupled with as 
effective a program as possible of product introduction 
and market promotion. 

The position of research activity as indicated 
above contributes to the explanation of the rate of 
profit in the industry. On the one hand, the risks and 
costs of the kind of program required necessitate a good 
level of profits to provide the continued flow of capital 
required. On the other hand, if the firms in the industr 
do invest a research, both in terms of expenditures, 
and in terms of new facilities, as they have been, it is 
to be expected that the industry would grow at a fairly 
rapid rate, and that the rate of return during this 
growth period would be good, as it has, In the next 
section, some specific indications of the rate of growth 
will be given, which indicate that the competitive 
strategy of the industry, aside from contributing to a 
good rate of return, has produced a flow of products 
which have found a ready market acceptance. 

GROWTH OF THE INDUSTRY 

During the period 1949-58 the industry has 
experienced a substantial degree of growth. In 
qualitative terms, there has been a substantial change 
in categories of drugs manufactured; the substantial 


development of antibiotics, the antihistamines, and the 
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tranquilizers has caused a definite shift in the characte 
of pharmaceuticals consumed by the public, and a change 
‘in the cure and treatment of numbers of illnesses. 

In quantitative terms, factory sales in the 
medicinal and pharmaceutical industry (Data from 
Pharmaceutical Industry Annual) have increased from 
$71,502,135 in 1949 to $155,006,181 in 1958, an increase 
of 119%. Extracting sales of medicinals, pharmaceuticals 
and biologicals from this total, the comparable figures 
are $49,873,276 to $110,382,180, 1958, and increase of 
147%. The consistency between these two wiiuvereatethe 
opinion that figures for the industry grouping provide 
a reliable indicator for the activities of medicinals, 
pharmaceuticals and biologicals. In the same period, 
factory employment moved from 7,658 to 7,996, an increase 
of 4.4%, Salaries and Wages from $16,116,592 to $29,847,315, 
an increase of 85.1% and value added by manufacturing 
going from $48,008,393 to $111,162,375, up to 131.6%. 
These figures indicate that the wage payments per worker 
have risen more rapidly than for the manufacturing 
group as a whole, with employment increases being some- 
what behind; the relevant figures for all Lavuraeturthe 
being an increase in the indexes of 9.8% for employment, 
and 82.7% for salaries and wages. The relatively higher 
salary bill in proportion to numbers is explained by the 
high proportion of skilled personnel involved in the 
industry on capital investment for growth, as indicated 
by examining the expenditures of new plant and equipment. 


From 1950 to 1958, the annual expenditure has risen 
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from $1,383,000 to $7,689,000 with -a substantial increase 
in expenditure in the period 1955-58. Indications are 
that this rate of expenditure will continue, and probably 
increase. (See Table 5. for detailed figures on expen- 
diture for new equipment. ) 

When one considers the industry profit as 
indicated in the Taxation Statistics for 1958 of 
$12,000,000, this rate of expenditure can be seen to be 
substantial relatively as well as in absolute terms. 
such a rate of capital investment helps both to explain 
the good rate of return in the industry, and point to 
its usefulness in providing the inducement for this 
continued investment. 

The growth in sales has been particularly 
pronounced in the newer product areas as indicated by 
the sales breakdown in the Pharmaceutical Industry 
Annual reports. From 1952 to 1958, sales of penicillin 
preparations increased (See Table 6. for detatied figures 
on factory sales for the industry, and for product groups ) 
from $3,169,057, to $3,485,102, while sales of Other 
Antibiotics, whose sales were not classified separately 
because of relatively low volume prior to 1952, increased 
in this period from $4,371,364 to $13,023,490. This 
gives some quantitative indication of the growth process 
in the industry deriving its main power from the 
competitive introduction of new products and improvements, 
rather than in increasing sales of earlier medications. 
This growth in sales is the more significant when one 


looks at the performance of prices in the industry in the 
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period, This performance, as discussed in the next 
section, indicates that the sales increase was substan- 
tially one of physical increase in product sales rather 
than in price increases. In other words, an increased 
use of the products of the industry, rather on higher 
payments for essentially the same amounts. 
PRICES 

As indicated in the last section, the prices 
of drugs have not risen in such a way as to wipe out 
the increased dollar sales of the industry. During the 
period 1949-58 when industry sales reached at the end 
of the period about 220% of volume at the beginning, 
the index of retail drug prices only went to 118.2. 
(Price index data from Price and Price Indexes, Dom. 
Bureau of Statistics.) No separate index of wholesale 
or manufacturer prices is available in Canada but in the 
U.S. the wholesale price index for drugs has lagged 
far behind the retail drug prices, which have performed 
similarly to those in Canada. In the U.S. Wholesale 
prices have actually declined during the period. A 
comparison of the extent of competition and the industry 
structure would lead one to expect the same kind of 
performance from the Canadian Industry, particularly 
Since the movement of retail prices was virtually the 
same, This decline in the U.S. compared with an all 
commodities increase of over 184. 

In comparing the retail prices of drugs with 
the general consumer price index, for 1959, the last 


complete year available, the CPI stood at 126.5, while 
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TABLE 5. 
Medicinal and Pharmaceutical Preparations Industry, Expenditures 


on New Plant and Equipment. 2: 


Year Expenditure ($) 
1950 1,583,000 
1951 2,792,000 
1952 2,265,000 
1953 2,291,000 
1954 4,841,000 
1955 5,905,000 
1956 8,456,000 
1957 - 6,839,000 
1958 7,689,000 


a. Source, Pharmaceutical Industry Annual Reports. 
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TABLE 6. 


Factory Sales Information, Medicinal and Pharmaceutical Preparations 


Industry 2 

Year Industry Sales of Penicillin Other 
Sales Pharms. and Biol. ELops. Antibiotics 

1949 71,502,135 49,873,276 3,635,645 - 

1950 76,572,691 50,506,663 4,207,959 - 

1951 89,248, 867 66,776,813 4,435,545 - 

1952 88,022,387 61,952,671 3,169,057 4,371,364 

1953 93,557,168 66,504,661 eee 5,180,935 

1954 97,595,558 70,246,027 2,568,945 7,070,409 

1955 108,121,754 77,227,920 2,251,097 8,225,151 

1956 122,592,220 85,594,400 2,956,332 8,593,430 

1957 140,092,919 99,428,932 53,456,242 11,353,601 

1958 155,006,181 110,382,180 3,485,102 13,023,490 


a. Source, Pharmaceutical Industry Annual Reports. 
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the retail drug index was at 124.1. So in addition to 
not accounting for much of the increase in sales volume, 
the price increase indicated for drugs has been rela-' 
tively favorable interns of increases in Pomerat: 
prices in general. 

In view of the dissimilarity between drugs and some 
other consumer products, particularly in terms of the 
changes in medical activity having taken place, it is 
somewhat useful to compare the behaviour of drug prices 
with other components of health care. In 1959, when the 
index of retail drug prices stood at 124.1, the index 
for hospital rates was at 204.7, for Physician's 
fees, at 141.7, for prepaid health care plans at 168.5, 
and the overall index for Health care stood at 154.5. 

In comparison with the other components, then, it cannot 
be said that price increases in drugs have been a major 
contributor in the increased costs of health care 
services. The contribution of drugs to this sieteave 
has been in the increased physical use of drugs. To the 
extent that drugs tend to be a substitute for other 
medical activity, such as hospital stay, it would seem 
that this increase in physical use has exerted a downward 
rather than upward pressure on the total costs of health 
eare. 

In addition, when it is considered that there 
has been a continual process of improvement in product 
and introduction of more effective products during this 
period, the price increase which is in evidence would 


appear to overstate the case since the product is more 
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product, in the sense of being an ere one. The 
degree of such improvement is difficult if not impossible 
to measure precisely, because of the necessity for 
subjective evaluation of the improved performance involved, 
but it would appear to have been substantial. 

Both the price increase and the increase in 
physical volume are only completely relevant when compare 
to the increase in wages during the period, and the 
share which this expenditure takes of the consumer's 
total expenditures. As far as wages are concerned, in 
the same period that the drug index was climbing to 
124,1, the index of weekly wages in manufacturing was 
climbing to 168.1. The effect on total consumer 
expenditures is a little more difficult to estimate but 
two fairly recent studies by the DBS on City Family 
expenditures, in 1953 and 1955, indicate that (1) 
expenditures on drugs are a relatively minor part of 
average family expenditures, and (2) at least over the 
period of the two studies, remained a stable part of 
total consumer expenditures. In view of the expansion 
in this period in sales of drugs, it would appear that 
the pattern of expenditure indicated for that period can 
reasonably be taken as indicative of present experience. 

Specifically, the studies indicated that all 
drugs accounted for 0.74% of total family expenditures 
on the average in 1953, and 0.78% in 1955, with 
prescription drugs accounting for 0.51% and 0.53% 
respectively. This compares to percentages for the two 


years of 1.29 and 1.30 for physicians and prepaid 
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physicians expenditures, 0.83 and 0.81 for hospital 
and prepaid hospital expenditures. As a precentage of 
total medical expense, total drug expenditures remained 
essentially constant at 17.2% and 17.9% in 1953 and 1955 
respectively, with prescription drugs also remaining 
stable at 11.7% and 12.1% respectively. As is indicated 
in Table 7, these expenditures for drugs are relatively 
minor in comparison to expenditures on what couldte 
classed by comparison as luxury or non-essential items. 
Neither the price index results nor the 
information. on City Family Expenditures seem to bear out 
the presently prevalent allegation that drugs are at the 
heart of the high cost of medical care, in any sense 
of their average influence on the population. What 
appears to be the case is that specific individuals, 
particularly those on restricted incomes are often 
faced with substantial bills for medical care and drugs. 
In view of the reasonable performance as indicated above 
of drug prices and average expenditures it appears that 
this problem is one of too little income in certain 
segments of the population rather than too high charges 


for drugs for the population as a whole. 
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TABLE 7. 
Details on Surveys of City Family Expenditures (DBS) for 1953 and 


1955 (in Dollars) 


Item 1953 1955 
Medical Care 188.2 193.6 
Selected items of medical care 
Prepaid Plans (total) 50.2 48.7 
medical only Lio 15.2 
hospital only 19.8 Lis 
Physicians 45.0 42.7 
Hospital Care 16.6 13.1 
Drugs 
prescription 22-1 25.6 
non-presc. 10.2 11.2 
Recreation 157.5 177.6 
Movies 27.6 18.3 
T.V. and Radio repairs | 
and purchases 68.8 97.2 
Smoking 93.3 104.1 
Alcoholic Bevs. 60.6 68.2 
Reading 31.0 50.6 
Newspapers 20.0 19.1 


Average Expenses per family 4,360 4,424 
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D PRICING AND PROMOTIONAL STRATEGIES 

3 As indicated in the discussion above, the 

Hi industry competitive pattern is heavily directed towards 
5 product development and introduction as probably the 

6 most effective means of competitive success. This is 

7 influenced strongly by some characteristics of prices and 
8 the pricing process in the industry, and by factors 

9 influencing the need for promotional activity. 


As far as pricing is concerned, it has been 


10 
11 noted that the consumer reaction to the product is more 
12 concerned with improvements than with cost savings per 


se, The main pressure for price reductions comes from 
competitive development of similar products or from 
improved production techniques which enable the competitors 
to reduce the pricein an attempt to take over more of 

the market from the introducer of a particular product. 
These circumstances tend to create a pricing pattern 
which is somewhat dissimilar to other ‘Kagaertens at 
least superficially. The initial stages are the same. 

A given price to start, set as far as can be ascertained 
on the basis of an estimate by the introducing firm of 
the substitutes and their prices and the demand pressures 
which exist. After a period of initial pricing, the 
introduction or improvement of competing products 

reduces the price to a second level, where it quite 

often stays, rather than continuing to reduce, unless 

the item becomes a staple drug. The more typical pattern 
seems to be that the drug is displaced by a product 


which is significantly better in performance. At this 
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point the conventional techniques in other industries 
of sharp price reductions have no particular effect. 
The consumer is not interested in the inferior product 
at any price, except in fringes of the market. Thus 
there is no point or purpose in the manufacturer reducing 
price at this stage, no increase in sales can be aracenee 
as a result. Thus price rigidity sets in at this point, 
which is not however the result of monopolistic or 
collusive activity to "hold up" the consumer, rather it 
is because of consumer indifference to the product at 
all because of superior substitutes. The manufacturer 
ean hold his price here as long as he. wants, but as long 
as his competitors continue to produce innovations, he 
will sell very little of his product. His only 
competitive solution is to develop and introduce 
innovations himself. 

| It will be observed that particularly in the 
early Beeges there is little if any relation between 
costs and the price set. This is reasonable under any 
marketing circumstances in that the price should be 
demand-oriented rather than cost-oriented, but particu- 
larly in the case of the pharmaceutical industry in 
common with some others, the presence of a preponderance 
of joint costs which are inseparable as far as individual 
products are concerned makes any attempt at individual 
product cost pricing pointless and purely arbitrary. 
Any attempt to either justify or eriticise individual 
prices on a cost basis under such circumstances is 


pointless, and invalid. The only course open for the firm, 
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and the only test as to the overall pricing policies, is 
to examine the pricing of the full line. That is, as 

far as the firm is concerned, is the total rate of 

return on the company's line of products satisfactory. 

If not, either what prices can be adjusted so that it 
will be, or more typically what production or new product 
innovations can be achieved which will improve the 

profit picture. This decision must always be at the 
level of the firm; full-line pricing. From the point of 
eriticism the only valid reference points are whether 

or not the behavior of drug prices is out of line with 
other prices and with expected behaviour, and basically, 
this can only be checked in any final sense by an 
evaluation of whether or not the industry is competitive. 
If it is the prices which result can be expected to be 
reasonable. As indicated in the above analysis, it 

would appear that the industry does exhibit a satisfactor 
level of competitiveness, both in an absolute sense, 

and perhaps even more so in relation to the average of 
industrial groupings. 

Since it is new product introduction rather 
than direct pricing activity that is the effective 
weapon of competition in the industry, this then puts a 
premium on that activity which has perhaps received the 
most criticism: promotional activity. If the succéss 
of the firm competitively depends on the continued 
successful introduction of new products and improvements, 
then there is a premium on getting to the market 


quickly and effectively with information and selling 
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effort concerning the new product. The need for quick 
and effective communication of promotional activity is 
intensified by several factors. 
(is) Due to the uncertainty of competitive introduction 
of products which could radically displace one's own 
product, there is an urgent need to get your product 
into the market as quickly and effectively as possible 
so’ that no time is lost in making sales, since the 
duration of successful sales of the product is 
uncertain. 
(2) The nature of the distribution of drug products, 
particularly for national firms, also pressures towards 
~ a heavy promotional activity. The nature of the demand 
for drugs is that they must be available relatively 
instantly in all possible outlets, and at about the same 
time, both because of the desire for all areas to have 
new products available when everyone else does, 
particularly if it is an advance in health eAvehuend 
also because of the necessity of continued treatment of 
a mobile population. This means that the products of 
the industry must be distributed with maximum intensity 
and also on a completely extensive basis, this 
distribution being accomplished more or less simultaneously 
in all areas. In order to do this, a high degree of 
promotional activity, on a number of fronts, makes 
sense. Thus the industry launches a new product with 
direct mail, journal advertising, and the activities of 
detail men, all dovetailed so as to get the maximum 


impact of the promotional message so that there is a 
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possibility of rapid and widespread acceptance of the 
product. 
(3) The fact, perhaps unpleasant in some quarters, 
that partly because of the immense volume of information 
and new developments, and partly by a host of other 
factors, the promotional material supplied by the 
pharmaceutical firms is the major source of new product 
information for the agent for the consumer in the 
purchase of drugs, the physician. It seems clear from 
numerous studies in the U.S. and elsewhere that at 
least 60-70% of the product information of the physicians 
is supplied from this source, and more to the point has 
to be, since there are no other effective sources of 
any consequence. As a result, the individual drug firms 
find that this suspension of promotional activity results 
merely in a reduction of sales, or a drastic slowing 
down in the rate of market acceptance of their product. 
Such results spell loss to the companies, and the only 
reasonable behavior on their part is to continue to 
promote in the most effective way possible, which at 
the moment is clearly the use of a wide variety of 
materials and contacts. 

ty addition to the obvious function of information, 
the perhaps more significant, or at least as significant 
contribution of the activity is that it provides the 
vehicle by which the firms can hope to effectively 
capitalize on the innovations. Without this, the 
possibility of financial success from the introduction 


of a new or improved product is reduced substantially, 
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AR Bet eliminated in some cases. Thus if such activity 
were not possible, it is not reasonable to expect ube 
the present rate of innovational activity in the industry 
would continue. If the possibility of success is 
reduced, the desire to try will be reduced also. As 

with other segments of the economy, it is to be expected 
that the firms in the industry anticipate economic gain 
from their activities, and if this possibility is sharply 
curtailed then the stream of product development is 

bound to reduce. The main thing for the society is to 

be sure that this activity is carried on in an environmen 
which is competitive rather than monopolistic or 
collusive, and the competitive environment clearly would 
seem to be the case. 

As an aspect of the promotional activity, 
branding is an apparent factor. Branding is the attempt 
of the firm to capitalize on its reputation and its 
selling activity so as to obtain repeat sales ria a 
better chance of maintaining a share of the mrket. 
Conversely, it also carries with it the danger that since 
the firm is identifying its products clearly, any faulty 
or subpar behavior will rebound to the disadvantage of 
the firm. In an industry subject to considerable 
competitive pressure, as the pharmaceutical industry 
would appear to be, the main contribution of branding 
would appear to be putting of pressure on the 
manufacturer to continually maintain and improve the 
quality and performance of his product. ‘The failure to 


do so would directly affect his sales in view of the 
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2\| identification of the brand and the relatively better 

3] actions of his competitiors. In addition, since a 

4] sound program of good product development and promotion 

5 will definitely enhance the manufacturer's effort to sell 
6| successfully in the market, the existence of a possibilit 
7 of branding which will at least enablé the manufacturer 

8| to start on a favorable base in the market is an added 

9| inducement for him to try and develop and introduce new 
10| products. Branding in effect, is not a unique factor, 

11| but merely a particular manifestation of the total 

12| promotional activity of the firm which is geared to 
improving the possibility for success in the market. It 
is not felt that in a competitive industry, the act of 
branding delivers any general degree of monopoly control 
to particular branders, since continued good performance 
is necessary for acceptance, and since competitors are in 
a continual process of bringing out new products which 
are designed as effective if not superior substitutes of 
a particular brand. This is not tomy that the 
possibility of temporary monopolies are not enhanced by 
the existence of branding, but (1) this is likely to 

be very temporary, and (2) would seem he be a small 

price to pay in view of its role in encouraging a 
‘continual pressure and inducement for product improvement 
and new product introduction, These temporary monopolies, 
or perhaps points of stickiness in the oupaticive proces 
are the sorts of things which Schumpeter, in his 
Capitalism, Socialism, and Democracy, compared to the 


brakes on a car which are necessary in order that one 
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can go quickly in the car. Without brakes one would not 
dare to move. Without the possibility or perhaps better, 
hope (since it is quite often atrebueboe? of temporary 
superior profit returns, the motivation for continuing 
to develop and introduce new products, with its 

attendant improvement in the growth rate of the economy, 
would be sharply curtailed. 
CROSS LICENSING OF PATENTS 

In concluding this analysis, there is one area 

and its influence on ompetition which would seem to 
require some special comment. That is the existence of 
regulations in Canada requiring the cross licensing of 
any patents obtained by particular firms in the industry. 
The argument here as to the impact of such regulations is 
essentially the same as the argument regarding branding. 
Superficially, it would appear that the forced sharing 

of patents is a good device to ensure that no firm is 
allowed to obtain a superior competitive daveatuze over 
another which could lead to exercise of monopoly power, 
and it would appear that this was the motivation for the 
enactment of the regulation in the first place. However, 
there would seem to be considerable doubt as to the net 
effect of the regulation as far as the stimulation of an 
active rate of competitive activity and the degree of 
competitiveness in the long run, There is at least some 
ground for saying that the possibility of crogs licensing 
reduces the pressure on all firms to develop new products. 
On the part of the normally aggressive firms, this reduces 


the competitive advantage to be gained from such 
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development, and on the part of the more passive firms, 

it removes the competitive fear of being left behind. If 

no cross licensing were in effect, then all firms would 

have to be certain that they continued to develop comp- 
etitive new products so that they would not be left 

behind. In this way one feels that the level of competitive 
activity, and certainly the rate of new product 

development, improvement and introduction would be 
accelerated. 

This would appear to be the only area where 
some question really exists, and admittedly there are 
arguments on both sides. iThe fact that the industry 
itself is split on the issue is a measure of the uncer- 
tainty of its competitive effect. 

However, even if, as the above argument indicate 
this tends to be a damper on competitive activity, at 
least as far as the new product area is concerned, its 
effect is reduced in that there are a su hae anes: 
proportion of the industry products for which patents 
are either not obtainabbe or not sought. The volume of 
these and their influence in the total sales figure is 
such that there still exists as a result of them a 
continual pressure to product development. One is 
merely suggesting that this already fairly, high level of 
activity might be enhanced rather than reduced by the 
removal of compulsory cross licensing, and presumably the 
enhancement of competitive pressure is a desirable event 
to induce, certainly for the society as a whole, and also 


for the aggressive firms at least in the industry, who 
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can expect to hold their own and benefit by the expansion 
of the industry which is likely as a result of any 
enhancement of the level of competitive pressure, 
particularly as it evidences itself tn the development of 
new products. 
SUMMARY 

The summary will bring together some general 
conclusions on what appear to be the more important 
economic aspects of the Pharmaceutical manufacturing 
industry. These would appear to be (1) the state of 
competition in the industry (2) General growth and 
prospects for the industry (3) profits in the industry, 
and their impact on prices. 
STATE OF COMPETITION 

It would appear that it can be said fairly that 
the industry is a competitive one. As was indicated 
specifically in the analysis, the number of firms, the 
degree of concentration the evidences of specific 
competitive activity, notably in the area of product 
development and promotion, the behavior of drug prices, 
all would seem to clearly indicate that a satisfactory 
level of competitive activity exists in the industry. 
It would appear further that this competitive activity is 
generally directed in a manner which is socially desirable 
Growth, product improvement and development, and the 


general level of prices in the industry definitely appear 





28 to have been favorable, rather than unfavorable, to the 


99; consumer. One possible reservation, which is not felt to 


39 || be strong enough to modify this conclusion to any degree, 
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is that these activities might be stimulated more with 
elimination of cross licensing. The level of promotional 
expenditures is of a fairly high order, but both the 
competitive structure of the industry, and more important, 
the nature of the market for drugs, and the environment in 
which information on new products is disseminated makes 
these expenditures logical, and does.inot indicate a 
distortion of resources on the part of the pharmaceutical 
manufacturing industry itself. In addition to the 
environmental logic of the promotional effort , it is part 
of a competitive structure which creates a favorable 
condition for a high rate of product competitive activity 
and new product introduction. 
PROFITS IN THE INDUSTRY 
Profits in the industry have been seen to be 
good, but not unwarranted in view of the growth of the 
industry, nor in terms of the level of incentive reasonabl 
to induce the continued high rate of capital sAdoens 
growth which has been characteristic of the industry. In 
addition, the rate of profit to which these comments 
apply, would seem to be higher than one might expect in 
the future, both because of indications of more difficult 
competitive pressures and higher costs (as will be 
indicated in the next section), and also because the 
period under analysis was a period of growth and upswing 
for the industry, under the impetus of the development of 
new drugs, and their wider application in medical treatment, 
as contrasted with a general stickiness of a considerable 


part of the period as far as the manufacturing sector of 
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the economy as a whole was concerned, 

Since there is concern with the level of drug 
prices, some comments on the level of profits and the 
prices would appear to be in order. As has been indicated 
the price behavior of the products in the industry appears 
to have been very moderate, and prices in the industry hav 
lagged behind many other general consumer components, 
and more particularly, have lagged substantially behind 
other components in the cost of medical care. Even if 
one felt that the level of profits was unreasonable, and 
as it has been argued, ,it is not felt that they were, 
the spread between the actual level of profits, and some 
lower figure, such as the average for all manufacturing, 
would not in and of itself produce much of significance 
towards a reduction of prices. Assuming an industry 
markup from manufacturer to consumer price of about 40% 
on retail, and assuming a drop in profit as a percentage 
of the sales dollar from the average actual copie naunat 
of 6.3% to the all manufacturing average of 3.8%, this 
change would result on each dollar of retail selling 
price in a reduction of 1.5% at the retail level, even 
provided that everything else remained equal. However, 
it is doubtful that everything would remain equal, and 
there is every possibility that this potential decrease, 
small as it is might not be realized, and further, that 
certain negative effects could result. The reduced 
incentive which is reasonable to expect could well result 
in a lowering of the rate of growth of the industry, and 


would certainly have an adverse effect on the willingness, 
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and hence the rate of product improvement and introduction). 
Particularly since the industry in faced with, and has 
been facing for some time now the prespect of more 
difficulty in bringing competitive improvements to the 
market, such a dampening effect would hardly seem 
warranted. When one takes into account both the circum- 
stances that the rate of profit in the industry is one 
induced by growth and vigorous product promotion and 
introduction, rather than by a weak state of competition 
in the industry, and add the stimulating effect that this 
rate can be presumed to have on the rate of growth and 
development in the industry the price of the far from 
certain price reduction from the lowering of profits 
would appear to have been a small one to pay for the 
progress in the industry in the past period. TH.3 328 
particularly so when the decrease might well be illusory, 
either because the small amount could easily be lost in 
the process of moving the goods at retail to the consumer, 
and because of the definitely possible contraction in 
the market as a result of a slowed up rate of product 
introduction and promotion. This is particularly evident 
in view of the price activity that does take place. 
Although the main competitive emphasis is on promotion 
and product development, competitive price reductions 
are used by the firms as a regular activity. This activit 
plus the continual pressure on production techniques, 
appear to have been the main forces operating to keep 
the general level of prices in the industry at their 


relatively low level. 
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GROWTH AND PROSPECTS FOR THE INDUSTRY 

It would appear reasonable to expect a 
continued growth in the industry and a continued flow of 
new products to the market. The success of the industry 
in developing and successfully introducing significant 
breakthroughs would seem to be the main key to the rate 
of this growth and also to the performance of profits 
in the industry. Some analysis of the developmental 
process and the plane of developmental difficulty into 
which the industry is moving would seem to indicate that 
in order for firms to grow profitably, substantial 
increases in the pace of and expenditure on research and 
development should be anticipated. Also, because the 
areas of illness to which the industry must turn in the 
supplying of new drugs would appear to be more di fticuls 
of solution, the speed of new developments and the 
certainty of their introduction are reduced. This indicates 
that the firms in the industry must be prepared to in 
effect gamble at longer odds with their investment and 
run the risk of more variable possibilities of success 
than already in evidence. It would appear that firms 
which already are extensively involved in research and 
development stand a better chance of successfully passing 
through this period, and those firms not now thus engaged 
can, I feel, expect to find themselves in difficulty in 
the competitive struggle for markets unless such 
activity is expanded on their part. 

THE CHAIRMAN: This being 4.15 in the afternodn, 


and this having been a fairly heavy day of reading, 
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I suggest we adjourn until 10.15 in the morning. 


-~-- Adjournment. 
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~-- Hearing resumed at 10.30 a.m, 


THE CHAIRMAN: Yesterday we had the main 
brief of the Canadlan Pharmaceutical Manufacturers 
Association read in by Mr, Conder, and we also had an 
economic analysis of the pharmaceutical industry, the 
manufacturing industry, prepared by and read in by 
Professor Prian Dixon of Kingston, 

Now, there was no examination on the brief, 
Have you any questions you wish to ask, Mr, Rice? 

MR ik Loin: Yes, Mr, Chairman, Mr, Oonder, 
in presenting the brief of the Association, I note that 
fe onehodt the brief and also throughout the economic 
analysis of Dr, Dixon, reference has been made to 

Canadian figures and Canadian statistics. 

The Committee here is dnitenested in Ontario 
figures and statistics. Is there any way that Ontario 
figures and statistics could be established for these 
surveys? 

MR, CONDER: That would imo very difficult 
to do, Mr, Rice, because we represent a national 
organization, When we did our surveys in this respect, 
we took it from all companies as a whole, I would 
presume we could get similar information from our 
Ontario companies, but by the very nature of our 
operation we did teke this on the national basis 
because we felt what would be an average for all 


companies might canceivably give this Committee an idea 
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of the factors involved in our operations. 


THE CHAIRMAN: Do you suggest your 
Ontario companies are the only ones that sell in 
Ontario? 


MR, CONDER: 


No, 
companies 


Sir, they are not. 


All 
I wouldn't say all companies, but the 
majority of them would sell in Ontario as well as other 
provinces. 


THE CHAIRMAN: 


Wouldn't they have sales 
figures readily available for their Ontario sales? 
MR. CONDER: 


THE CHAIRMAN: 


T would imagine they would. 
Mr. 


Brown, 


is that a 
reasonable suggestion that each of your companies 


know right at this very minute what you sell in this 
province. 


MR. BROWN: 


They should do. 
THE CHAIRMAN: 


I should think the figures 
might not be hard tote prepared. Would you agree? 
MR. BROWN: It would 


prepare. 


not .be. hard. Go 


THE CHAIRMAN: You see, we are trying to 
be rather careful about this inquiry in the sense 
4t must be directed, 


in a. basic sense, 


to Ontario. 
I am sure you will appreciate that, and I do not need 
to elaborate on that point. 


Now, 


if the information, 
the statistical information is not available and 


cannot be readily secured with respect to0,..this. province, 


then we of course get into the next question that the 


next best figures would be Canadian figures. 


Then 
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that would involve a consideration of whether or not 
Canadian figures should be taken and broken.down by 
population in the country, which would obviously 
require the consideration I have indicated a moment 
ago, consideration of whether or not any weighing of 
those figures was involved, either up or down. 

I think we must keep in mind as a basic 
target of all the inquiry before this Committee, that 
we are concerned with Ontario basically. ether» 59 
necessity we have to relate to national figures, then 
we. will. 

MA. RICE: Can we then ask your 
Association to explore the preparing of Ontario 
statistics, and filing them with the Committee? 

MR. CONDER: Would you be a little more 
precise, Mr. Rice, on exactly what you want? 

MR. RICE: In. particular, we. are 
interested in what is the total sale in Ontario; that 
is, on manufacturing levels. Also how they would be 
broken down to wholesalers, retailers, institutions, 
and then also, the survey which was made on page 50 
of your brief, could that be related to Ontario, 
national figures there, total income from Ontario 
sources, and what is the profit of Ontario. 

MR. CONDER: This latter one might be 
rather difficult to obtain because the operations of 
the companies are taken on their overall operations. 
In other words, the breakdown of their sales dollar 


48 on the overall operations of the company and not 









7 , 
ify) 


: 7 : " ; © y 
7 ee oA 
ing 3 ae 
ote 
te 


Cm My 







teen +0 tobtede °o Wold mtehvecss 4 ovaent atin 























ve nepk oudeed Wag cester si Ulrade cavaigt nana | 


~ stl me 


| | 
' “y ' a " irs ine 4 “50 can ‘ ye z ina> eid 3 A doldkingde: 

A ' hetcolth:) svar Y mote oiebbenes edd sekdses 4 
hid yerk Jo KOLS Sebi econ) One 


- 


oev orn eaw eettatt ageds || 


Se . 
7 
+ 
- 


t 
Trim sew Wolat < . ‘o 
g 


4 f yxtuges etd Lies 10 tegtad 1 are 
| y oae oa Ponta wI0CD S(o ew - jot ne 


J steten of evel ow etleveases te i 
7 


ian ca | 
eee 
as 


1 
+ 
” 
teed 


i 
| : 7" Wek ‘ 
f ; i \ 
=t 1 
7 ’ ; ' ‘. 
| v9 LOND SS, PIONS OF MOLT elsogen ~ 
3 tea 
i . ) AAT ‘ 7 
| ins eee bl) 
z ! i. migo , Mf al : 
ea’ i fon) & n© ,Goih mae a2 VE 


aie pore. ah 


ys pe eto9 et torw owt Bbeteswednt 
iy 1 aw wT. | y : Pace ge f pe ° ryt} > 
; > Kat oe 6a [Oval SAPMMIoeTon a Oo) ek 

' 


2. ee) a or A apy Jae ltaslordy of nwob sens | 










a Sad eee ( dottlw eevee dae [énla neds) base | 






_ @erieny sy hetele: eo! add Shads (SaLed' suoy To 








ey CLYRMO'MeT! Chouss tating eR doguert fenoder 

ie webs wala Re’ MLR ‘si as ‘Sear rie vaeomion 
is 1° aS 

ek od Heigtn (on, ‘so2Fer rat LACHOD a | the fal : aff 


af pam ae 
rt 


at 
; moonaitiege) eet wtivaned nit sede: oi eran 
oe jan sina ibdae yas at aati ie 






a 





> 










a 


Ih 
vl 


m 
wll 


in 
i 


i 
unt 


| 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Conder 


1208 


necessarily on the operations within a specific 
vrovince, I believe that this could be explored with 
the companies, but this might prove a problem, 


from 
an accounting viewpoint. 


MR. HUME: 


Then, so we might fully 
understand, 


perhaps Mr. Rice might suggest some 
assistance. 


If you take item 4, materials, this is 
based upon --- 


THE CHAIRMAN: 


What are you referring to? 
MR. HUME: 


Page 31, Mr, 


Chairman, 
breakdown of sales for Ontario 


my question that 
arises how do you break: down things like material 
and sales tax and 


excise tax, 


because these are 


purchased on an overall basis, and it would seem to me 


very difficult, and I am only just trying to clearly 
understand what you are after. 


16 séems to me to be very aiffiiculs to 


co-relate this table on page 30 and 31 to Ontario 


unless you had a company that did nothing buy sell rn 
Ontario and nowhere else. 


Otherwise how would you 
allocate your expenses? 


THE CHAIRMAN: 


Until we have a little 
more time than since last week, Friday, to consider 


the content of this brief, I don't think I can answer 
your question either. 


MR, HUME: 


I wonder, sir, then whether 
Mr, Rice or the Secretary in due course, after you have 


had an opportunity to consider, would let us know by 
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letter what it is you want. 

THE- CHAIRMAN: The point I am trying 
to make, you must appreciate from a jurisdictional point 
of view, our objective must be Ontario, so we try to 
build the story ra we must try to build our story 
and evidence around the business done in this province. 

Now, at.may be that the national figures 
are representative and may be taken as such. It may 
also be that by virtue of the many geographic and 
economic factors which exist in Canada -- and I am 
sure in your experience, Mr. Hume, you must be aware 
of these factors -- that it may be it is obvious 
there is a greater consumption, for instance, of drugs 
per capita in Ontario than there might be in Prince 
Edward Island. 

MR .HUME: I am sure there is. 

THE CHAIRMAN: That would mean in taking 
national figures by population proportion would not be 
a proper basis. I am only trying to give you the 
spirit of what is in the Committee's mind. 

MR. HUME: Mr, Chairman, I appreciate 
your problem. I am only just trying to be sure that 
T, as counsel, understand what Mr. Rice is asking. 

Mr. Rice would agree I think the ideal thing would be 
to rewrite pages 30 and 31 relating to Ontario. 

Now, my problem that arises immediately is 
how do you allocate, if you are doing business on a 
national basis and you are paying excise and sales 


tax and material costs, the problem is how do you 
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allocate those when you are actually doing business 
other than in Ontario? 

THE CHAIRMAN: You allocate them on the 
dollar sales that are applied to Ontario. Some 
percentage will exist. 

MR. HUME: Well, if a company is, for 
example, -- as I understand, Mr. Chairman, in some 
parts of this industry the drug costs the same no 
matter whether it is bought in Victoria or Monereat 
where it is manufactured. In other words there is a 
benefit of transportation. This would have to be 
related. I suggest, sir, if you could indicate after 
your study more precisely what is the information you 
require on the Ontario basis, I am sure Mr. Conder 
would agree to do everything he can. You see, the 
Association hasn't got this information. What we 
have to do is go back to the members and we would be 
pleased to do that if you know what it is you want. 

THE CHAIRMAN: I think this is a matter 
that Mr. Ayres will advise us on, and we will proceed 
after we have discussed it with him. 

MR. RICE: Mr. Conder could you give the 
Committee any estimate as to the relevancy of these 
figures on pages 30 and 31 to Ontario? Are they 
fairly representative of Ontario? 

MR. CONDER: I honestly could not say that, 
My, Rice, I would presume they would be. 

MR. RICE: Of these 43 companies, that 


you sent the questionnaire to, what percentage of those 





i 
| 
4 


nm Re 
etd no apy steno lite elf’ - gaM AnD zai en im 7 . ia 


elgeh: ae ety Ofgem sebaod 1M)! OER i | ne ar ih is 


| 
F ; 


ere tone: oe Pena wang ae Ls brie 0 


























' ae : 
meer ond priee eit aatig co a iets eDOLLs 


lh a: ‘ | 


viet A 


emek =, o eto® ot. Potigqas ita Pade! stim data ae M 

¥ 
tating atte sandasoreg 
aol) Ri Magnes. 6 Td..l dew LSA POM th u ty i 
wie wyeervied> .7il .joetatretay DT) hae slqmaxe. pe i 
o6 oven acl? ocean ged ang Bag nd a bity Yo, adung Ag Hi 
Cuwnicwt xb ehrodot? At Siywet Gt iw. wonteiw teeten i 
St MIN alin GHG 4h seater eiibaine od ot atrselw ptt : ‘ 
ey af sred Siwewv weer’ jel’ prngamert oe dt tetnd ah Mg 
ONT) siesitys! ium Loy. Ll hie geppaus Ft batelen bey. “ti 


*. i a i 


How wire eeorretr | eer af ate eT oe lLasacg Pron youve “Woy 4 


bf 
_ / 
ene wo a oy 1 ¢ mye be gh t 4 ‘oe e)! i ee A eke 7 ot Siny PR) est Th ade | at ) 


eo oT .aen oh erik yore eb oe eee Pleo” eee 7) 
h , I | 1 a 
writ vitthiweneoet atcht tog Ctnemh noleelooses .. Tam 
~ i ¢ 


ef Ofuce ew bn aefodmon elt of Nea ogo al ob o¢ syad 
Wana yoy Sh DL. Fae WR (oN ft atecds-ob od bossa fy a 
Se svcune8 at offd Ant 5 OMT ATO: SP . 


heeoo: Lilw ew Mie . ne By onbebin: oes ie hehehe «2M qaeie| 


aittky, Af iw vi baapypaty, ered ow sOgte | ’ ss. i 
_ Pa ; 


ie 
p, pants to gaeraveLers Oe Gt MiB cmt : $4 2 Th p ig 


riuee 
yang 













Ny aii: 


Light eh: totneind 19) ov: 














z 


a 


I 
rT 


REED ec net a AP re Conder 1211 
i} 

2 companies would be Ontario companies? 

3 MR. CONDER: This would be hazarding a 


4 guess on it, Mr. Rice, I would presume between 40 
5 to 50. ‘per cent. 
‘e NR, RICE; And the returns that you 


7 received and used in the analysis here, what percentage 





g| of them would be Ontario companies? 

9 MR, CONDER: That would be the amount I 
10 stated because there were 43 companies, and figures 
11 roughly of 43 companies appear in here. I believe 
we had 45 returns to this particular survey, and two 


13 of them could not be used, and we used 43. 


14 WR, RICE: Of that 43 companies on page 
15 30, where would they fit in in the concentration of 
16 companies as shown on page 6 of Doctor Dixon's 

17 analysis? Would that be down among the first companies 
18 that share 43 per cent of the business or Aue seu es 

19 among the latter part of the firms referred to that 
20 share the remaining 10 per cent? 

1 DR. DIXON: May I answer that? 

92 I don't think that you can answer that -- at least, 
73 we can't right now. (1) because in that report 

4 individual sales figures are not available, that is, 
25 population, and also the same applies to the figures 
6 supplied in the DBs report, and both of them were 

27 aggregates. The only way that could be obtained 

28 would be by individually determining the salegof the 
99 company , 


30 THE CHAIRMAN: Isn't that our intention? 
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DR. DIXON: This is something that has 


not been done. These have been aggregated. It may 
well come out in the request that you send. 

MR. (BCE. How representative is this 
analysis that is made on pages 30 and 31 to the 
industry, and I submit that would depend on where these 
hhdustries are placed in regard to concentration. 

MR. CONDER: Our Association does, of 
murse, represent the large companies, the medium sized 
companies and also small companies. On the representative 
basis I would venture that the companies involved in 
this particular survey would represent a considerably 
ee proportion of the total Canadian market. 

MR. WHITE: A hundred and thirty million 
out of a hundred and fifty-five million. 

MR. CONDER: Not necessarily, Mr. White, 
because IL believe this other figure is for a different 
period. Ours is for 1959, and figures are not 
available from.DBS for 1959. 

MR. BRYDEN: Would it be feasible to ask 
if the actual returns that were made, not only in this 
but other surveys which were referred to in this brief, 
the basis of all this material is presented in terms 
of averages, and I agree I don't see how else you could 
have presented it, but averages can sometimes be quite 
misleading. You can have a few firms that are a long 
way off on the average. The average may actually 
represent anybody. It would seem we may get a clearer 


picture of the significance of these and other surveys 
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that are referred’ to in your brief if we could actually 


see the raw material on which it was based. 


(Page 1214 follows) 
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MR. BRYDEN: The returns that were 
submitted by the manufacturers. One of the reasons 
I would ask for that, is that in my limited efforts 
im this direction I found it very very diifieult 
to get any information about pharmaceutical 
manufacturing companies. I don't think there are 
more than one or two of them in the Financial Post 
survey on industrials. Maybe a few more in Moody's 
I haven't looked there. Most of them seem to be either 
private companies or else subsidiaries of American 
Companies that do not have any financial returns. 
Perhaps some of your surveys would be helpful in 
letting us find out the operation of the individual 
companies. 

MR, CONDER: I would just like to make 
this observation first Mr. Bryden that there is -- 
frankly, I was quite surprised in the similarity 
of these two surveys, when I referred. the 1958 
survey to the 1959. 

We are comparitively new in our particular 
association, in surveys of this nature. In 1958 we 
had 28 companies answer this survey. In 1959 when we 
were preparing the materlal specifically for this 
Committee,43 companies answered and yet the comparisons 
between the two are fairly close, 

These surveys, by virtue of the fact 
that our companies are rather competitive and it is 
Gifficult to ask them for material without a guarantee 


that this material is not going to go out, we asked in 
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this specific case our accountants to process the 
material, take the material off the returning forms, 
give us the results of the thing, state that these 
results are as shown, and then destroy all returns. 

MR. BRYDEN: So that you think in most 
cases the returns have already been destroyed? 

MR. CONDER: I would presume _ so. 

THE CHAIRMAN: I think that is a very 
proper way to go about the thing. This is a very 
usual way of submitting the information in a 
confidential way to a neutral authority. Or 1s.Glover 
and Company a neutral authority? 

MR. CONDER: Yes. Henry Glover and 
Company we asked to compile this particular survey 
for 1959, to assess all the results. When we 
received the results from them we compiled this 
particular tabulation, sent a copy of it to Henry 
Glover and Company. The Accounting firm, in turn, 
stated that these figures that we have used here 
are exactly as they have received them themselves. 

THE CHAIRMAN: Mr. Bryden, the purpose 
of retaining Mr. Ayres and having him available was 
just for such circumstances as this. I am not 
interested in the names of any one company. I am 
interested in specific instances, as they exist, or 
if they exist on a particular subject but I think this 
is probably a matter of where your needs can be 
met by asking Mr. Ayres to consult with Glover and 


Company and to look into the matter af the 
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computation. This is not a witch hunt, you see. 

MR. BRYDEN: I quite agree that this:is not 
a witch hunt. The only thing is, when you have any 
average figure showing that the profit in the 
average of all of them was 6.4 per cent, or whatever 
it was, I think it is useful information, and not 
in the nature of a witch hunt to have some information 
on the distribution of firms in the profit scale. 
The 6,2 average could range all the way from zero 
for some firms to 20% for others. I wouldn't know if it 
does at all. 

THE CHAIRMAN: That is a correct statement. 
You are accurate in that, and I would think that 
maybe Mr. Ayres might look into this matter with 
Messrs Glover and Company and have a look at the 
spreads and give us your comments on that. Quite 
right, you could have one company with 80% and 122 
at 2% and the average would be broughi substantially 
down. iImean that is obvious. Would you do that 
Mr. Ayres please? 

MR. RICE: Mr. Conder from the brief 
it would appear that there are a number of factors 
that are stressed as affecting the industry on the 
particular price of drugs. One was the research and 
development program that companies are obliged to 
maintain. 

Do the companies interchange information, 
and is there a free exchange of information on 


research? 
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MR. CONDER: Some companies may exchange 
information, although I doubt it because the research 
that the individual companies engage in is primarily 
the reason that they are in the business of supplying 
pharmaceuticals. 

They allocate part of the cost of 
operation in to research with the hope of finding 
some new product which might be an improvement over 
an existing product on the market, or come out with 
a completely new product which would materially 
affect that particular company's sales. 

If they exchange this information 
freely, then possibly, md as I say possibly the 
incentive for discovery might not be as strong. 

MR. RICE: This would lead then to 
a duplication of a large amount of research in 
Canada wouldn't it? 

MR. CONDER: Yes sir, the iepastes abn 
by its very.«. nature is the prime result of 
discovery.. As I mentioned earlier in this present- 
ation, the number of companies engaged in looking 
for a specific substance, for example, some form 
of new drug therapeutic substance for carcenoma, 
the more companies you have looking for that the 


sooner you are going to find it, find the answer tO 


Research people are peculiar, in one 
sense, and that is that they follow one specific line 


of reasoning. It would be virtually impossible, 
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to my understanding, for a specific scientist to 
cover all phases of the area of research. He 

must of necessity limit himself to one area. You 
have one particular company that might be working 

on a compamnd going in this direction, and then 

you would have another company working on a similar 
compound going in another direction, 

MR. RICE: Would it not speed up the 
process of discovery, and so on, if there was 
interchange of information? 

MR. CONDER: No, not necessarily because 
the whole nature of the industry, in this case, 
is to attempt to bring out, develop a new product. 
If they did exhange, or make all of this information 
completely available to other companies, then it 
would take away that incentive. 

This does not necessarily mean that 
it is not done, I mean as soon as someone brings 
out a new substance, or has eabpaked on a new 
development, that is presented in technical papers, 
scientific journals, and medical journals. In other 
words, the scientist himeelf presents the paper 
before some recognized body, and that information 
immediately is available to everyone else working 
on that specific problem, They in turn can take 
a look at this new information and see if that might 
add to what they have, and come out possibly with 
an even superior form of mediciation. 


MR. RICE: Is there much co-operation 
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between companies and other independent laboratories, 
for example. Connaught Laboratories on exchange 
of information in this research field? 

MR. CONDER: I honestly don't know 
what the position would be in respect to Connaught 
Laboratories and other companies. 

MR. RICE: Now on page 40, I believe 
of your brief, you pointed out that approximately 
6.3 -- not approximately, I think your figure of 
6.2% of gross sales accounted for research and 
development and of this amount it would appear that 
less than 50% is spent in Canada. Now do all companies 
have .a: research and development program? 

MR. CONDER: No sir, not all companies 
do. The majority do have some form of research and 
development tie-in because it would be virtually 
impossible for any company to move ahead unless 
it had some means of capitalizing on foe tanee and 
development facilities in some way or another. 

Some small companies, for example, 
which may not have the facilities themselves and 
for this I might comment on a specific Canadian 
company or wholly owned Canadian company which may 
not have a sufficient volume to support its 
own research, it is conceivable that that particular 
company may work out an arrangement whereby it has 
a research tie-in with some large laboratory 


in Canada or in another country. 
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MR. RICE: Of the 22 firms reporting, 
on page 40 of your brief, how many of these firms 
have reasearch and development programs, or would 
they all have? 


MR, CONDER: It depends on what your 





definition would be of research and development 

in this case. We have 22 companies, I believe 21 
of these are actively conducting clinical research 
studies in this country, while 11 are engaged 

in some form of pure and applied research: and 
development in Canada itself. 

MR. RICE: Well if there are a 
large number of companies that do not have a research 
and development program would that not affect that 
figure of 6.3%? In other words I am saying that 
this figure is based on all the companies reporting 
having a research and development program? 

MR. CONDER: Yes. 

MR. RICH: Would.1t be different if 
there are a large number of companies that do not 
have a research and development program? 

MR. CONDER: That is the reason I 
gave this breakdown on the bottom of the page: 
showing the research and development as a percentage 
of sales for the number of firms reporting. It 
varies from, as you will notice, 5% to 15% depending 
on the size of the company, the amount of research 
involved, and other factors. 


MR. BRYDEN: What about the firms 
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TORONTO, ONTARIO 


beyond the 22? 

MR. CONDER: I honestly don't know 
because Mr. Bryden we tried to get as much 
information as we possibly could. This is the 
very first time that we have ever attempted to 
get information of this nature, and it was done 
specifically to try to be of help. 

MR. BRYDEN: It would make quite a 
difference if these were the only companies doing 
research all through the industry. It would cut 
down on your average I would think. 

MR. CONDER: Yes, 1t certainly 
would but I have reason to believe that some 
companies who are research companies did not reply 
to this particular survey. 

MR. RICK: Wouldn't it help the 
Committee to find out how these 22 firms reporting 
in this respect fit into the cone@mtration set out 
on page 6 of Dr. Dixon's report? That is whether 
they are down from those companies that share a 
large portion of the sales, or whether they are 
pretty well spread out, or are they among the 
companies that handle a relatively small amount. 

MR. CONDER: I would say these are 
fairly well spread out. 

MR, RICE: In your opinion, they are 
a good representative sample of the industry? 

MR. CONDER: I believe that to be 


a fair statement. 
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MR. BRYDEN: Your sample is selected 
purely on the basis of those who chose to reply? 

MR, CONDER: Yes, that is correct. 

MR. BRYDEN: Well that doesn't make 
it-- 

MR, CONDER: Well actually the question 
would be what would you consider a fair sampling 
of companies. I know that there are some medium 
sized companies, and some small companies tie in 
With these things, with this particular return. 

MR. WHITE: Using the figures here, 
it would seem that the reporting companies took 
eare of 77 million dollars worth of sales, not 
quite half of the industry sales. 

MR. CONDER: That is true. 

MR. WHITE: In fact, it might be that 
the 22 reporting do nearly all the research that 
is being done? 

MR. CONDER: I do know of some companies 
that have not replied. 

MR, WHITE: Why didn't they reply? 

I cannot understand that. Can't you persuade 
them to reply in the interests of the industry? 

MR. CONDER: We are attempting to do 
this, im some cases, but as l poinged, our earijer, 
this business of collecting statistics is 
comparatively new to our industry. 

We have attempted to do this, to 


get information for various reasons over the 
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1 

D years. During the years we have been able to achieve 
3 some form of success. In our 1958 annual statistical 
4 survey only 28 companies replied as against 43 

5 this time. 

6 MR. HUME: I think Mr. White, Dr. 

“ Dixon did the arithmetic and actually you got about 
3 89 million reporting out of 130 millions so that 

9 your figure is just about right, it is slightly 

10 more than half the sales volume. 

il MR,WHITE: I was using the 6%. I 

12 guess that is 1953, 

13 MR. RICH: Could you give any estimate 
14 as to how many of these 22 companies reporting would 
15 be Ontario companies? 

16 MR. CONDER: You mean companies with 


head offices located in Ontario? 

MR. RICH: I was thinking more of 
companies primarily doing business in stent 
whether they did any research herec:or not. 

MR. CONDER: Oh, I see. I would hesitate 
to.-- 

MR. HUME: You mean a company with an 
Ontario charter? A Dominion company having a head 
office here? Any company, no matter where they are 
incorporated. When you use the words "Ontario company”, 
that is normally a company incorporated under the 
laws of the Province of Ontario. 

MR. RICE: Any company doing business 


in Ontario, licenced. 
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MR. HUME: I just want to find out 
what Mr. Rice means so that the answer may reflect 
what you mean. 

MR. RICH: What I was meaning was a 
company that does a large volume of’business in 
Ontario, whether it is a Dominion company, Ontario 
company or foreign company. 

MR. HUME: In that context, 

MR. RICE: And give some relation 


of the business it does in Ontario, or research 
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MR. CONDER: I could now say offhand 
exactly the breakdown onitbhis. As I mentioned from 

the viewpoint of the companyes themselves, this 

includes wholly owned Canadian companies and subsidiaries 
of foreign companies. I would venture that all 

of these companies do operate in the Province of 

Ontario as well as in aire provinces across the 

country. 

MR. RICE: Are the research and development 
programs referred to in your brief mainly in -@onnectton 
with looking for new techniques for established drugs, 
new techniques for manufacturing them, or is it an 
effort to discover new drugs? 

MR. CONDER: I think it is an énteresting 
point, this particular one. I think many peopd@é are 
under a misunderstanding that because a company:.is 
engaged in the development of an existing product, 
that the research in that respect might not be as good 
as the research involved in a pure form of research. 
That is erroneous because many of our discoveries. today 
have actually come from other products. In other 
words I have an example here. 

May I take the time of the Committee for a 
moment and read a few of these examples. 

"In many cases, modifications of existing 

drugs has led to the development of drugs 
superior to the original products. For example, 
the very toxic sulfanilamide has been replaced 


by the newer, less toxic drugs such as sulfadiazine, 
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etc. In other cases, work on existing drugs 

in an attempt to improve them has led to 

comp letely new discoveries. Some examples of this 
are: 

1. Sulfa drugs. Here, investigation led to the 
development of non-metallic organic diuretics 
such as Diamox and Diuril and its derivatives. 
In addition, the oral hypoglycemic agents 

such as Be-55 and Orinase were also untovered 

as a result of work on sulfas. 

2. In attempting to improve upon existing local 
anesthetics, Bovet and Forneau developed 
compounds which led to the drugs currently 

used as antihistaminics. And subsequent efforts 
to perfect better antihistaminics led to the 
discovery of the atarretics and anti-emetic 
drugs of the Phenergan type. 

3. Dr. Bergercwas attempting to perfect ms | 
antispasmodic superior to Tolseril when 


he discovered Meprobamate." 








—— 


“at, 
. i 


&ye0 sat seins ag Sean oe ao at ote S We 
a2? O¢f sar Meds sv05 qed ae dgiss38 i 









éint ico talqiiexe smog .Selvevooalh das eLeauee 


















, | | 
: . : = : 
ec 7 ) ; 74° (1g Lv aa { - aval ‘ or el . *sirtt SIEVG ok 4% , 
: i 7 
_ 


wih einsang oltiieien~nodt TS aanaige Ler eh 


Te ' ’y ms ry ot | a | ore « Ces 2 £E fioin : : 
<a 
. P > 
i 0 ICL ROC ‘a 8 tO en iis & rHbs: Fs a e a 
, | fs evtw eatiarry bad 2-88 Bs vieue 
| ; 3 v ‘ ~ jor 
; 2 
. Yfha he aad? Yo Sine SB Bs tien 
| ia 
hal a + on Pteenstse at - : 
aR a . WAS sv eo” | . 
| | ha -_ 
; men hia oeVvol asijedweoens ; 
et 
- 
vi mart® anv oF Bel Heli at So qMos | 
i | et ™ 
a 8: ] 
hal me DAA ,.weololmelvelatidas ea peau ; 
. . | 
) PA; sf’ soln medginitin 1698ee Poet” og Vet : 
f 
4 4 ) ag lize rag ena 6 YyavrcosltsS 
| a é i a ~ e er 
a : 
. <e4v! capgtonedy ef7 to aghiy 


Ly 27 rI0) ti > .- ‘ a os rzaA BE bw a | Sait ef sat P a } 






r fimerioy o° sxoftegss olhomasqeivnas | 






dain JoigeM SeTevooala oh “Ee 





Conder 122% 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 





: From this picture of research, you could 
: conceivably find that a company working on the develop= 
: ment of a new product can conceivably bring out a 
; better discovery than a company working on what you 
: might term "pure form of Substance." 
: In answer to your specific question, it 
: would be extremely difficult to break this down as 
y to what percentage avccompanycspends in this particular 
: area. In other words, do they spend 10 per cent of 
a their time in pure research and 90 per cent in develop- 
a mental research, or whatever it may be. 
i MR. RICE: The reason I asked the question 
4 was that from information we have received a great 
a number of new drugs that are launched every year 
= are merely an combination of ingredients already 
= on the market. Sometimes it is estimated that isotwo- 
thirds of the new drugs. I was interested in your 
a comments on that type of statement that has been given 
19 
to the public. 
ee MR, CONDER: No, the actual amount of what 
et you might call "purely duplicate products" -- this 
=f would be a product which one company brings out and 
4 which is already on the market. I would thikk that 
A is what we would consider to be a duplicate product. 
* A company might spend a considerable amount of time. 
a in working on what it considers to be a compound product, 
ai and this compound product might bring with it results 
9 which were hitherto unknown or of extreme value to 
29 


the medical profession. 
30 
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THE CHAIRMAN: Is that the phrase, "compound 
product"? 

MR. CONDER: That is one that is used. 

THE CHAIRMAN; Meaning a combination of. 
different substances? 

MR.CONDER: A oombination of different substances. 

THE CHAIRMAN: Or established drugs? 

MR. CONDER: Yes. 

THE CHAIRMAN; As opposed to a single chemical 
substance? 

MR. CONDER: Yes. 

THESCHAIRMAN; Does it mean a combination of 
chemicals or biologicals, or does it mean a combination 
of established drugs? 

MR, CONDER: It could mean a combination 
of chemicals, It could mean a combination of established 
drugs. There is nothing specific in that case. 

MR. BRYDEN: Leaving compounds aside for a 
moment and talking about a subject which is not greatly 
different and falls into the category of what Mr. 
Brown or Mr. Connor, the president of the Merck Company 
called "molecular manipulation" ,) thati is: somebody gets 
a product as a good seller which may possibly have 
been patented and other companies just play around 
with it. That is not the exact word, but they look 
around for a new product so that they can crash into 
the market and get a share of it. 

For example, Mr. Dickson referred to his 


article of Silverman in fortune Magazine. o. 
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Reading that I would get the impression 
that a very substantial proportion of the industrial 
research is in that molecular manipuldtion category, 
and judging from what Silverman says, whether it | 
is true or not, in a company such as Pfizer, most 
of its research work is trying to duplicate things 
sufficiently so that it can evade any possibility 
of patent infringment. On the other hand they put 
the product under another brand name on the market 
which does not have any real therapeutic difference. 

THE CHAIRMAN: So that I can follow your 
line of questioning, Mr. Bryden, are you suggesting 
that that is wrong? 

MR. BRYDEN: I am not really concerned with 
the ethics of it, Mr. Chairman for the moment. I 
think that the point I am getting at is, I think it 
leads to a Oke iPeeeEeth of products on the market 
which has important consequences right through the 
whole industry. 

THE CHAIRMAN: I am trying to stay with you 
and just get the principle behind it. Would that 
follow, then, that whoever built the first small car, 
that no one else should build a small car with 75 
horse power? 

MR. BRYDEN: I am not really concerned about 
vnether he should or should not. I am really interested 
in the fact of the activity, which from my reading 
con the subject I think -18 very substantial. 


For one thing, they make for very substantial 
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duplication of products which also may make for 


promotion that may be excessive and every dangerous. 


Thosecdrecsome of the things that we will probably 


degree. 


get into a little later on, and I am just now concerned 
about the fact that this goes on to a considerable 


MR. HUME: 


I have a lot of references here that seem 
to indicate to me that it does. 
references? 


Are they Canadian or American 


MR. BRYDEN: 


I have some that are Canadian 
and some references that are American. 


A good many 
of these products are on the market in Canada and 


come from the United States or other countries. 


For instance, you mentioned sterokdssas an example 
of duplication. 


I have a> 


I think may be 


reference here from people that 


Authoritative who say that most of the 
parade .of steroids, as:one man from John Hopkins 


referred to it, is really a big waste and you were 
not getting anything new, 


and it even says here as 
evidence from the appearances before the Kefauver 
Committee: 


"Now for the parade or steriods -- let me 
put it this way. In coming out With one new 
steriod after another, I think various pharmaceutical 


firms have tried to enlist doctors? support 
by one of two devices. 





The first is what I 
like to call the pharmaceutical mumbers racket. 


This is where a compound is alleged topbe better 
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than another, more potent because one can give 
lettés say rac milligrams instead of 15 of a 
rival product." 

"The other side of the coin is the low 
toxicity approach. Here the problem becomes 
very, very difficult indeed. Steriods have 
to bevin free use of the profession at large for 
a good while before their toxicity can be 
adequately evaluatéd. The amount of drugs that 
is given to a patient, the duration of treatment, 
the type of patient, the care with which a 
physician looks for let us the development of 
ulcers by routinely taking gastro-intestinal 
x-rays and his patient, all of these things will 
determine what the inference of side 8ffects 
truly, is." 

His suggestion is that it would not really make any 

difference to the practice of medicine if a lot of 

the steriods had never got on the market. 

I also have for a Canadian reference an article 
in the journal of the Canadian Medical Association 

for April lst, 1959, which does not deal particularly 

with steriods but deals with drugs generally. 

It says much the same thing only probably even in a 

more extreme form. That is the type of problem in 

my mind. 

hb... MR, JCONDER: That comes into the form of 
what you might call minor modification of existing 


products in a sense. If this work of trying to improve 
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on a product weresstopped, if this had happened at 
the time of discovery of penicillin, we would probably 
have had none of the products which have come out 
Since, if that wereitthe case. That is an extreme 
example. If you put in any form of system of hindering 
this type of research, it would do a lot of harm 
to the progress. of imedicali therapy. Any system which 
restricts research to a fundamental group of companies 
would undoubtedly delay the progress of medication. 
This is borne out by another authority, and this 
happens to be a Nobel prize winner, Dr. Philip S. 
Hench, M.D., former head of the Department of Rheumatic 
diseases, Mayo Clinic who states this: 
",.eThere is really a minor modification 
that makes all the difference in the world... 
For example...a compound called hydrocortisone, 
and that one simple change made all the 
difference in the world...if we were to ask the 
pharmaceutical chemist not to bother with 
minor modifications...we might miss some of 
the most amazingly helpful cortisones that 
would ever be discovered." 
I would like to point out one other thing 
as a general statement on this. It was estimated 
a number of months back that almost two-thirds of 
the sales of this industry in 1965 will come from 
products not now on the market, which have yet to 


be developed, and which may orimay not be in the current 


stage or research. 










: eran 
. ” Jette: 





eigen Bag nee “beget e sw. dam 


ee. 
1 yidadores binow ew ot (re at tine 40 wiavooals 26 we 
2 : : { / n 
a} fifo whos wgel cetite ee suited eae to eaten ja avert 


} 






a dooutec wie pt GANT .Weeo scldpetow. tend 72) joonza 
' 


sf oeatitn ty. wlahalg Memeo pes ct dig Wo FED, Genmans” 













writ BAe 4 > of BLoow 41 headgear to savt aid? 
sd A TY A. Yopeverid Uc. us ee TRO SAS OF 
mi ¢ ij 


i ! 
. - . 4 os car. ky & Co > 
¥ enilaat by Gieug ipdnanchiuw o of ASteobs ts. arolTsess 















7 re F “ [ | ge : AG at HLH <i 
oS = L Py toni 2 ¢ o*s6 M ¥ Af mori : 
- 1 
: b & Cos ¢ OVBM .~-BSeesgc eid 
fi 
i * 
] 
H -+ 
7 a | y . is ; ' ak TAAL. P ’ 
i } La oy ties yt af @ 
7 
7 
. | if j ; ey GO By Ge cx ac " as 
7 ' m 
ia h 
ve ) ‘5 7 f | iy 4 " ts ag bie _- } - 
7 
, iii J $ ‘ 
; ens x row seit al aoretetttp 
aS 
a N i Qf 





an fiw 4 ral for: Sp heerdo ioottwseggortaks afr ; 


—— 


rn i, Bs con a 
THe Tibeam soni 










$ aty veo (UVY¥oeter'vlatlaame grom end 


- so 
we 


a 
_— 





th na waeve- Disrow 


sf 


em fs ar kets roast 4 in wwe. tetom, oF watt biiwvow I 


7 — a 


i) ). podemg ane gew IT oakuip he ananeiats Senansy Poet | 


"t¢ tiumie Pare wi aed ed¢nom ane ise an 


a6) Rat Dy ion :@. ei mean ft siteatiers atda P 
ad 





7 vid 


i an 
ex sv neh slot 2? rae wae ond: ‘HO won : tom i % 


aly : i? 
i 










sk “ ea amin tan sols ‘bn Be 
ine cine ll 
me fe 









, 


} | tens 
, ie 








Conder 1233 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 





This point of minor modification is an 
extremely difficult one to pin down, primarily because 
so manyodtscoveries have resulted from work on 
minor modifications. 

MR. BRYDEN: A great deal of the minor 
modifications are just a form of promotion and not 
really research at all. 

THE CHAIRMAN: How much, Mr. Bryden? 

MR. BRYDEN;: I would not like to estimate 
how much. It would appear it is substantial and 
‘that nélmajor breakthroughs in recent years have 
come that way. 

THE CHAIRMAN; Wait now, just a minute. Let 
us get the facts. Are there no major breakthroughs 
in recent years? Is that the question? You are 
making a statement. Let us get the witness to answer. 
We are listening. 

You are saying there have been no major 
breakthroughs. Is that the evidence per se? 

MR. CONDER: No sir, it has been to the 
contrary. 

MR. BRYDEN;: I can give you lots of references. 

THE CHAIRMAN: These gentlemen are here as 
witnesses before us, and I think you must ask them 
the questions. 

MR, WHITE: Mr. Chairman, this brief is 
so long and so detailed it will take many hours to 
ask questions which relate to the factualaspeete 


of the probhem. It seems to me these comments are more 
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properly part of the conclusions of the Committee. 

I think that we should restrict these 
questions to the facts and not start to philosophize 
and argue. I have a great many questions to ask which 
are short and pertain tb the facts and which are 
dntended to bring out the truth of the matter. 

MR. BRYDEN:;: I am suggesting to you, sir, 
that my questions are intending to bring out the 
truth of the matter, too. I do not think we are 
in a court of law here going through sworn eviddnece 
and arguing later. It seems to me that the two things 
are related, the argument and the evidence. The 
brief itself is essentially argumentative. It consists 
in the main of a substantial number of generalizations 
which I think should be tested. 

THECGHATRMAN: Let us discuss the testing: 


then through our counsel, Mr. Rice. This is the 


“procedure agreed upon, suggested by the Committee 


itself, and I think we should let Mr. Rice proceed 
with his questions. 

MR. BRYDEN: I am content to let him go 
ahead. 

MR. RICE: Mr. Conder, I note that the figure 
of 6.2 per cent of one sales goes to research. 
In your brief on Page 30 and 31st it is noted. Will 
you explain how that is reflected into the breakdown? 
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MR. CONDER The breakdown on pages 30 
and 31, Mr. Rice, are the operations of the company 
as a whole, For example, you cannot -- or it could 
be done presumably, but > we cannot for this particular 
purpose show a specific action within the company by 
itself. In other words, the costs of any person 
engaged in the form of research in the company, his 
wages and salaries would be included with the wages 
and salaries of everyone here, including lab workers, 
or administrative staff, and so on, Materials used 
in the various operations, I presume from an accounting 
point of view, would be included under materials. 

MR, HUME: Everything would be included, 
employee benefits, material, sales tax would all be 
reflected under all the activities. 

MR. WREN: I would say, Mr. Chairman, 
that is rather a loose-accounting procedure if that is 
sO. For example, take employee benefits. You take 
the trouble to separate them in the item, 1.7 per cent 
of your expenses, and yet you indicate research runs 
as high as 15.1 per cent in some cases. I would think 
you could separate it. Certainly salaries and wages, 
every well-run company breaks down the salaries and 
wages into the various departments and categories. 

MR, CONDER: That is quite correct, Mr. 
Wren, the companies would probably do it themselves, 
but we needéd this for comparison purposes and we 
actually took these to see how we stacked up against 


the Canadian Manufacturers Association. We took 
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precisely the terms of reference that have been used 
for overall manufacturing. 

MR, WREN: Yes, but your purpose in this 
brief, as I take it, would be> to acquaint the public 
through this Committee with the contribution you are 
making to society, among other things --- 

MR. CONDER: Yes. 

MR. WREN: I would think that if research 
represents a significant percentage of the cost, that 
you would make an att¢empt to separate it from your 
other expenses. In fact, make a special attempt. 

MR. HUME: That is done on the survey. 
The companies themselves broke down their own accounting 
systems to come up with the return, but if you have 
a research chemist who gets a benefit accountingwise, 
and I think Mr. Ayres will bear me out on this, it 
would be shown on the company's books, as being the 
receipient of the employee benefits, which is the 
Canadian Manufacturers Association term. 

MR. WREN: Well, I have some things to 
do with the steel industry, and I know they take their 
research costs right down to the cent from all, 
departments. They can tell you at any given moment 
what the research is. 

MR. HUME: I think these companies could 
Goo. 

MR. WREN: I agree that they could, but 
what I am saying is that they should when they are 


attempting to demonstrate the role they are playirg in 
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our society, ina benefitial way; they might separate 
research --- 

MR. HUME: They did on page 40, but you 
are looking at page 30 and 31 where it was attempted 
to co-relate it with the Canadian Manufacturers, 
so that you can make a comparison and arrive at* your 
conclusions. 

MR. WHITE: I think Mr. Wren's point is 
that 22 of the firms did and the remainder did not. 

If you take the total, instead of taking 6.3, it might 
be 3.5, 

MR. HUME: Yes; or 10.8. 

MR, BRYDEN: Nop likely 10.8. The ones 
that don't do research would be certainly less inclined 
to reply than the ones who do. It would seem so on 
the face of it. 

MR. CONDER: We have merely taken this 
formula on the breakdown of the sales dollar to compare 
with other industries, and if we took our research 
eost out of here -- this was originally thought of it 
~~ if we took our research costs out, for example, 
then we would be taking away — the wages and salaries 
of the people that are working on that from the wages 
and salaries of the main part, and it would not give 
us quite the comparison. What you suggest is a good 
idea, and we might very well consider this for the 
future. 

MR, WREN: I suggest in a kindly way 


if your figures for research are as high as that, 
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public relations-wise. you are not doing yourselves 
any good by not --- 

MR, CONDER: This breakdown of the sales 
dollar was not the main survey we have. This Ls 
roughly the third time we have attempted to reach -- 
we have finally reached a point now where I believe 
it is becoming more effective or giving a better 
picture of the operation. This research example was 
a supplementary survey to this which went out afterwards 
in order to try and get some of the information, 

MR. HUME: I hope it is clear to the 
Committee that the figures on pages 30 and 31 are 
designed only to afford the Committee a basis of 
comparison which are the published figures of the 
Canadian Manufacturers Association for all Canadian 
averages. 

I don't think they are designed to perform 
a public relatians job or to suggest any deduction, 
good, bad or indifferent. It is merely so the 
Committee would have comparable information from those 
reporting, and beyond that, I don't think there is 
any sinister motive in producing the figures. L%& is 
just to provide a basis for comparison for the Committee, jof 
thoes reporting in this industry, with the all-Canadian 
averages, and I might say they have had some problem 
in getting their members to report. 

THE CHAIRMAN: As I understand these 
statistics, at pages 30 and 31, they mean no more and 
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2 MR, HUME: Comparison. And the Canadian 
3 Manufacturers Association figures I am advised are 

4 also based on percentage of revenue, and a great many 


5 companies didn't see fit to report to that questionnaire 


6 av all, So this Canadian Manufacturers average is 





7 not a factual average. It is an average on the basis 
8 of those reporting. 

9 MR, WHITE: The crux of this matter, she 
10 samples are so small in some instances when you con- 
11 sider you have 22 reports from your membership of 54, 


12 and from the industry which totals 196 or 210 depending 
13 on the total:you use; only 10 per cent of the companies 
14 were reporting and one can't help but wonder if the 
15 companies reporting are the only or the principle 
16 people in the research field, in which case, the 
17 percentage of laboratory research would be very small 
18 indeed. 
19 In another case you have 14 reports from 
99|| your membership of 54, and from the industry of 196 
1 or 210, and there again it is far from conclusive. 
22 MR. HUME: I agree. It is the best we 
can do, and we qualify our figures by --- 

MR, WHITE: Another thing I can't help wond- 
evingy when you only have 14 people report, why did 
those 14 report and not others? Was there any 
deliberate or subtle direction given in the seeking 
of these figures? 

MR. CONDER: None whatever, Mr. White. 


We sent it out and asked for the information. These 
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are some of the companies that did reply. We set up 
deadlines for some of these things, but most of the 
surveys were supplementary surveys in an attempt to 
get information for the Committee. 

This main survey in which we have 43 companies 
replying went out considerably earlier, and we went: back 
after the companies that did not reply giving them 
an opportunity to get it in. These others, we had 
tO put 16 in and close 1% off, 

Then referring to the 14 companies specificall 
I can appreciate your thought on that, and frankly 
1% would have been rather nice to have more companies 
replying to that particular survey, but it was in an 
area on which very, very few companies were interested 
in answering at all by virtue of the fact that it had 
a bearing on prices. 

MR. WHITE: As you well know, this 
Committee will be meeting again after the session. 

MR. CONDER: Yes, 

MR. WHITE: I suggest that some of these 
surveys are so lacking in detail that you should re- 
survey them and make a fuller presentation to the 
Committee when it meets next spring or next summer. 

MR, CONDER: If it is the Committee's wish. 
If that is the Committee's wish we would be glad to do 
SO. 

MR. RICE: Perhaps, at that time, Mr. 
Conder, too, you could include instead of statistics 


for comparing other organizations, the Committee is 
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interested in where this total income of a hundred and 
thirty and some million was received. What happened 
to that? You say some has been expended in certain 
ways, but we would like a breakdown of where that when. 

MR. HUME: That seems to be impossible. 
The breakdown -- the two statements palance. Mr. 
Rice could see where it went. It went to wages, 
Salaries, benefits and materials, and so on. Does he 
mean that we are attempting to develop figures showing 
the payee of these things, who got salaries and wages, 
and thei material that was purchased? 

MR. RICE: No, Mr. Hume, I understood 
from your earlier remarks the statistical surveys 
prepared at pages 30 and 31 were prepared for 
comparing with some other survey. 

MR. HUME: Yes. 

MR. RICE: And the Committee is interested 
in the actual costs and profits on drugs, so wines they 
would be interested in if after you receive a certain 
amount of money for your sales, what happens to the 
money? 

MR, HUME: It is here too. These 43 
companies got a hundred and thirty odd million dollars 
in, and they spent a hundred and thirty odd million 
dollars out, and the totals balance, and this tells 
you where it went. What further can you ask? The 
totals are there. 

MR, RICE: Well then, sir, perhaps I 


misunderstood your earlier remarks that it was prepared 
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for some comparative purposes. 

MR. HUME: May I attempt to state the 
situation? The Canadian Manufacturers Association 
for reasons known to themselves have produced some 
figures for the benefit of anybody who wants them, 

In order to assist the Committee in comparing this 
particular manufacturing industry with the Canadian 
average, a questionnaire was sent out asking the 

companies to report their’ net sales and their expenses 
under the headings that appear on pages 30 and 31 so 

that they could be compared with the Canadian Manufactur rs 
Association figures which are shown in brackets. 

‘The reports came in, and the two balance. And every 

et that has come in is accounted for on the right 

hand side of the balance sheet, 

When’ you ask for more information as to 
where it went, I am somewhat at a loss to know what 
4¢ is you want for I think you have it all. 

MR. WHITE: What he wants to know is how 
much the industry is spending on research. 

MR. HUME: That is shown at page 40, Mr. 
White. All these members who reported --- this is 
a voluntary organization. You can't compel these 
people to do what they don't want to do. We come up 
with that figure. Your remark: about the inadequacies 
of these returns is quite pertinent, and this is quite 
so in all these things. I get questionnaires across 


my desk that I refuse to answer, and these companies 


get the same sort of thing, uw. 
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MR. WREN: The point at issue here is 
simply this: All you are attempting to do at pages 
30 and 31 is demonstrate that the Pharmaceutical 
Manufacturers Association are not making any greater 
profits on the average than are other manufacturers 
in the country, That is fine as far as it goes. But 
what we are avacerese to know is what portion of the 
profits you are making are actually devoted to the 
drug industry, and what effect does your operation have 
on the cost of drugs. Now, in your manufacturing 
processes there are a great many other:things: than 


drugs you are dealing with. 


(page 1247 follows) 
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MR. HUME: I would suggest, Mr. Wren, 
that such a question be directed to the companies 
themselves who no doubt will answer you. We have 
sent out a questionnaire. This is the best we 
can get. We could, perhaps, take another run at 
it and see if we could get more companies to answer. 
We are still going to come up with far less than 
50% of our members, and the members are only, 
as Mr. White pointed out, about 25% of the total 
manufacturing industry. 

MR. WHITE: I think that suggestion 
is very good, As a matter of fact Mr. Chairman 
I think that we are going to have to perhaps survey 
the manufacturers themselves if we want to establish 
this research figure; if we want to establish the 
cost of detail men, and similar items which are 
presently tucked into these very general accounting 
classifications. 

THE CHAIRMAN: Well then we might 
write into the companies. I might say, frankly, 
that what you said Mr. Hume is absolutely correct, 
that yoursis a voluntary organization and there is no 
compulsion or requirement on any of your members 
to answer. However, it is the committee's privilege 
to test the validity of your sampling. 

MR. HUME: Oh yes. 

THE CHAIRMAN: If it turns out that 
the sampling is sufficient then maybe your figures 


are the figures that will satisfy the Committee, or 
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conversely, and if it is conversely, then you being 
a voluntary organization the Committee will have 
to secure the information itself. 

MR. HUME: I think that is just about 
the way it stands and Mr. Chairman I agree 
wholeheartedly. I don't want to leave any impress-~ 
lon that we are at odds. I only want to make it 
clear to the Committee that we did the best we could. 
There was no selection of these 22 companies. 

We sent out our questionnaire; we 
had to have a deadline because you gave us an 
appointment, and we got the best returns we could 
get. 

As I say, if we take another run at 
it, we might get better ones but we are not attempting 
to argue here today, Mr. Conder is not, that these 
are the absolute figures. We are qualifying all our 
figures by indicating to the Committee the Pot tae 
of the sampling and you can form your own conclusions. 
This is the best we could do up to now. 

THE CHAIRMAN: I might say that we had 
hoped, the Committee had hoped that the Association 
occupying the official position it does, would have 
been able to induce the very active co-operation of 
all its members in the information which you are 
trying to compile. 

I don't think that the questionnaire 
sent out for this Committee's purpose should be 


treated as any other piece of mail. 
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MR. CONDER: I think 43 companies -- 

THE CHAIRMAN: I don't want to be put 
in the position of saying that we have adopted 
an exploratory approach to the problem. 

MR. CONDER: I would just like to 
comment, I think 43 companies out of 54 members 
is not a bad average for a return of direct mail 
survey. I do agree that 4 and 11 companies out 
of 54 is a very small per cent, but there has 
been no attempt not to disclose that this is all 
we had, 

THE CHAIRMAN: This is a frank 
presentation, 

MR. McTAGUE: Just as an aside, Mr. 
Chairman, I did a survey of the legal profession 
at one time over a period of three years, and the 
returns on that was not a whole lot better, and 
some that did not answer are right in this room, 

MR. BRYDEN: Mr. Chairman, I think 
there 1s one way that the Association might be 
able to help. I can appreciate their difficulties 
in getting replies to a questionnaire. I never heard 
of one yet where you got 100% replies, but if they 
could indicate along what line -- I think Mr. Rice was 
trying to get at it a little earlier -- what is 
the nature of the firm who replied; not who they 
are, but how big are they in relation to the others, 


and what sort of distribution firms do we have. 
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We may have, in that one, that the 
14 may be the 14 biggest firms,or maybe 7 of 
the biggest, three of the medium size and that 
BOrtr or thing, 

If we can get some idea of the 
nature of the samples on which these figures are 
based, it would at least be of some use to us 
in trying to assess the validity of the samples. 

MR. CHAIRMAN: I thought I had disposed 
of the matter some time ago when I asked Mr. Ayres 
to consult with Messrs. Glover and Company. Does 
that not answer the Committee's question at the 
moment? 

MR, WREN: Not if Messrs. Glover 
and Company have destroyed the returns. 

THE’ CHAIRMAN: Let Mr. Ayres make 
his investigation and come back and tell us what 
née finds. 

MR. WREN: Mr. Conder indicated that 
they had been destroyed. 

MR. CONDER: We merely prepared these 
things sir in an attempt to be as helpful as 
possible. If the Committee, after looking over 
some of these things, feel that the Association 
can be of help to it in any way at all, 1 can assure 
you that our facilities will be placed entirely 
at your disposal in this respect. 

MR, CHALRMAN: I am going to rule that 


the matter has been disposed of by my earlier 
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reference to Mr. Ayres. Let us proceed with 
the questioning, Mr. Rice, 

MR. RICE: On page 7 of your report 

Mr. Conder you referred there, in this problem 
of research and development, that "when one 
company does find the solution and markets its 
products, the other 19 have in effect lost the 
race. They can fold their efforts on that line 


Pa) 


of investigation and amortize the cost over their 
other marketable products." Would that have a 
tendency then to increase the cost of their 
established drugs? 

MR. CONDER: Conceivably it could, 
because the operation of the company, as such, 
their cost factors must necessarily be placed 
over their revenue in deciding on the profit which 
the company makes in the end, and if a company does 
go into a line of investigation in which it feels 
that it has a reasonable degree of attaining a 
specific objective, and loses on that, then that 
loss must go against the company's operation. 

MR. RICE:. So that the end result 
then is the group of persons in society that are 
obliged to use and purchase the drugs are the persons 
that are paying for the research and development, 
whether it wins, loses. or draws? 


MR, CONDER: In the final analysis, 


that is correct. 
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MR. RICE: Now also in the brief there 
was emphasis placed on the research and development 
because of competition. Now once research and 
development for a drug has been mastered then does 
the drug company have a monopoly on that field for 
a while? 

MR. CONDER: No, someone else may 
come out with probably a better product in the 
end. 

MR, RICE: For a period of time they 
have had a monopoly on that product did they not? 

MR. CONDER: You are speaking of the 
subject of patents? 

MR. RICE: Well you could say that 
if you wish, 

MR, CONDER: This is a very very large 
area, depends a lot on the drug and the particular 
substance that is involved but every company has 
an opportunity to take any substance in the market 
and attempt to improve that substance. If they can 
find a better drug, one which might have less side 
effects, it would be to its advantage to do so. 

MR. RICE: Do a large number of 
companies manufacture different ethical drugs? 

In other words, a drug that one manufacturer 
produces may not be produced by another manufacturer? 

MR, CONDER: Yes, that 1s correct. 

MR, RICE: For one reason or another. 


MR. CONDER: Yes, That is done. 






ria)” | 
ok, a 


' dodge ‘ es | 
o Saas = a tebe 
7" mn i it aa; a a 
re 


i 
| Seay tae. 
erbd> Reled sty Ae Os8 4 ne 


yo . ae i” 


‘dime feweb fia ies o7 ee ad “tpeacan 






































pe — 













my 
nas fotiuees Gueee walt uta bewegianc: na ‘somet = a 
| Wo is 
) 2900 vec! Meru? woeeeet aut « a steal Ved 
“t “a 
| <i Sted) far, Be eihqonetis: evad- Ys gnie9 auch om 


| wat downs ol ammioD- ite ohh eke Ss 
| / ead OF 200ony Wowie. #) picndeis Hoe She 9mm o 
, | » Otte 
| 1G oo’ ue & Pog AOR use 
| Kis > Debi vag, $280 oo SLodonem 8 barth-evad: 
. ies’ aks “{ ‘® “et ReTRON it 
| Yaineyaqg To. jestden® . 
iat Pine Tiev BOT Ht aw 
tlaiw soy Zt 
eel ware “aes | [aq snaChGD A= 9) | ; 
| 
| tte ell Be mr 6 eau Gi) @> Jol 8 eandqeh 60% 
| fi maa tadt ia l= fit hu’, Owe ee aé6d7 sonetadva it 
jevlrom sto GL sobersOws Yun eed ood ee ieee ta 


gons 37 .seaedetop aeds evorgel of gaaesis ban’ 2 


SBS Ge SRR raNhe OE stiles esi) vs \abomns” me 
is innit, awtei oe al OO ows Pe | i 7 
tad a iat saath Paton 
wiidc uae abd sa 
i td i 


| 

| gS oust wwad Dey Gateirly..2te veri nected & batt?” 
| 

) 





nt cone a 


ee: 






cal 


i 





<p 


ANGUS, STONEHOUSE & CO. LTD. Conder hha Be 





— Zo TORONTO, ONTARIO 

1 

; MR. RICE: So. that the word "competition" 
: as it is used in the brief here may not have the 

i Same meaning as competition by manufacturers 

: who market the same products here; the manufacturers 
‘ are marketing and manufacturing different 

; products and yet you say compete with each other. 

, MR, CONDER: These companies manufacture 
é different products but that does not necessarily 

‘6 mean that these products are different in their 

fe application to the medical need. It could possibly 

Ys be that you may have three companies turning out 

3 different products, in essence, which might be 

e used by the doctor to treat one specific form of 

ailment. 

15 

ie MR. WHITE: You did speak of the brand 
rr of licencing which gives a manufacturer a temporary 

monopoly. 

18 . | . 

‘6 MR. CONDER: No, I wouldn't exactly call 
56 it a monopoly Mr. White. 

=i MR. WHITE: You did call it a monopoly. 


MR. HUME: Dr. Dixon said that. 

MR. WHITE: Excuse me, 

DR. DIXON: I qualified that, if you 
notice in the next phrase or sentence to say 
probably a degree of stickiness. 

I would like to substantiate, first 
of all, what Mr. Conder says that although they 
are different products, in some cases there is a 


very high degree of substitution. between them. In 





the tranauilizers,. for example, they all seem 


2240 ange Stlw sageot tan ey gee Oi evsobeig | 
' oe *2tsek ihsgiies coat seemOo Sie ' ‘A 
ae ites. eek 4 eee det) cid eieebors InoreVLED 
; : aN ' . A n n ww 
Woeun hl é%¢ ctbe 7y eters Zant geom 
of _ 
.cpen ianibes oot of. neljagiiqus 8 rg 
ptt 
a ae atieeyms gait ved yan oy “ent ed im ? ; 
7 at | ; 
nf | . pose pd ,eterbotg daeseti es 7 
th 
< m 2eec° OV OS Of ae es bean , : 
, an 
tgomito ' | 
— ria = 
4 “a ns a bo v os ae 2 * ‘ip fiw Ave e : 
eet eae pels | Notutw urtonstivto — | ites | : 
— fd 
+ Y¥Loqoiem 1 e ' 
{ie le a . on ii iat 4 ait 7 
ime .ut yhogorem & 92 
2 ecg i 3is wie AT ae 
sats ‘ie OS ice ah fm TN | 
oh Saeed . Tw A ye 
' i a 
Wl es pleat kotes taupe T needa a p 


Seer Tish. Bac 


utos lire. tin, ieee ong Pl) 





















ANGUS, STONEHOUSE & Co. LTD, Conder 1254 
different, but most of them or at least four or 
five or six or ten of them have application to 

a particular ailment. This is entirely conceivable: 
occasionally a company will latch on to a product 
which nobody else has. I think this is bound to 
happen, not just in the pharmaceutical industry 
but anywhere else, 

I think my specifie reference was 
that this is_probably one ofthe -- I feel and also 
I think I mentioned this that this is one of the 
necessary adjuncts to moving ahead. This ties 
in with my previous discussions about risk and the 
willingness to gamble, if you will, with a new 
product. 

If there was no possibility of obtaining 
any advantage, and I might also point out the 
advantage does not last very long, if at all to 
firms, it seems to me to be reasonable that this 
would have an effect on the rate of Willingness to 
gamble but I would not call it a monopoly in the 
sensemonopoly is normally used. This is an 
economist talking, not the public concept of 
monopoly; merely a degree of stickiness involved. 

MR. WHITE: I agree with what you said 
the only trouble is that a monopoly does inflict... 
a very serious social injury on some members of 
society while a temporary monopoly is in effect 
when the prices are very high, and there are many 


people who cannot afford to buy their drugs, which 
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Conder My cae 
might be a life saving drug. If you are talking 
about vacuum cleaners, I would not have any 
quarrel with the idea. 

DR. DIXON: I cannot say that I am 
willing to agree that the price will be high for this 
reason: I think the firm -- if I were advising 
at least -- would certainly have to be continually 
recognizing the fact that tomorrow, although they 
have a monopoly today, it won't be a monopoly 
tomorrow, on the one side, and the other is that 
presumably they have some reasonable expectation: 
to reach as many people as possible. They also 
have to sell many other produtts, and the total 
image they project is going to be significant. 

I think the main thing is that through 
experience they have not had the amount of security 
from competition substitution that would let them 
act as monopolists, if you will. This has been the 
main line of my argument in the presentation, and 
the firms cannot presume they are monopolists, if 
they do happen to discover something unique for 
the moment. Their behaviour will not be that of a 
monopolist with a competitive firm. 

MR. SUTTON: Is this king of reasoning 
encouraged by the fact that only a process can be 
patented instead of the product? In other words, 
the manufacturer spends a lot of money in the 


hope that he can make a slight change in the 


process and put actually the same product on the 
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market, 

DR. DIXON:. I personally do not 
even feel that patenting is particularly significant 
here because you can modify the product or the 
process to make your product, 

MR. SUTTON: Don't you agree that the 
patent gives the manufacturer a 17 year monopoly 
unless someone else finds a product that is-- 

DR. DIXON: I think the key to that 
is "unless somebody else finds a product" and 
certainly historically in industry "unless somebody 
else finds a product" tends to happen rather 
rapidly. 

THE CHAIRMAN: Or a process. 

DR. DIXON: Some of the examples, 
for instance, that Mr. Conder mentioned in his 
brief were developed and processed by a particular 
pharmaceutical company, and right on their ee 
five or six or seven other firms come up with 
different processes to make the same product, 

MR. BRYDEN: That happens sometimes 
and there seems to be some -- or is this true: there 
are some places where it doesn't seem to happen? 

For example, largactil, which is a pretty important 
drug in the treatment of mental illness, as far as 

I can see from looking at the publication nobody 

has a drug competing with them. There is a firm that 


have a patent, or whatever it is, for chlorpromozine 


and they licenced it to Smith Klein French in the 
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United States and their own subsidiary here handles 
it but it would appear that nobody has really 
got a direct substitute, as I think happens in 
some other flelds. 

DR. DIXON: I will have to beg off at 
this point. 

THE CHAIRMANL We will take a 5 minute 


recess. 
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---On resuming at 11:55. 
THE CHAIRMAN: Gentlemen, in discussion 
with some of the members of the Committee during 
the recess, we have proposed to adjourn at 12:15 
for lunch and resume at 2:00 o'clock. 
MR, RICE: Mr. Conder, before the recesss 
the question was along the line of competition 
in the pharmaceutical industry, and whether it was 
competition in the true sense of the word, competition 
in competing products or whether there was a different 
aspect of competition in the pharmaceutical industry. 
I believe the Doctor had indicated that 
rather than monopoly, it is a security type of 
control that some firms enjoyed with certain drugs 
due to patents and so on. Is that security very 3 
widespread, or "monopoly", whatever you want to 
eall it? Are there a large number of companies that 
have that privilege, or way of marketing the product 
to the exclusion of others? 
MR. CONDER: I would venture that it is 
considerably less than applies invthe United States. 
MR. RICE: Considering the number of drugs 
on the market today and considering the type of drug 
in. the prescription class of drugs, would there be 
a large number, or could you give us any percentage 
of those that would be manufactured by a manufacturer 
that would have this security or monopoly or privilege, 
whatever you want to call it? 


MR. CONDER; That would be a very difficult 
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question to answer, to be absolutely specific, because 

you would have to do a complete survey of all products 

that are on the market and then analyse it from 

there. But I frankly don't believe that there are 

any great number of products on the market that one company 
has a specifie controls cover tocthecexelustonexc iocton 

of everyone else in respect to the, speéificasale of 
medication, for a specific ailment that the drug would 

be: used for. 

MR. RICE: Should this occur, that a company 
has that privilege, does it have a tendency then to 
increase the price to what the traffic will bear 
of that product? 

MR. CONDER: There are many things which 
have to come into the establishing of a price for 
a company, but generally in this particular case 
the prime concern would be to determine what form of 
medication exists on the market to treat this specific 
ailment which this drug is being brought out for. 

If there are a number of products which are on the market 
which have been used in°the past, or if it is a brand 

new type of medication, just coming out, the company 
Winging out the discovery and producing this particular 
preparation certainly will have to take into consideration 
all of the factors, because that is the basis of 
competition in that respect. 

MR. RICE: That leads into some questions 
along brand and generic names, I take it from your 


wief that the Association advocates the use of brand 
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rather than generic names, is that generally correct? 

MR, ONDER; Actually the brand name as against 
the generic name controversy as it stands might 
be generally a misnomer in fact, because all products 
which are placed on the market carry generic or 
company names, 

Our primary point is this, we have merely 
used that as the reason of explaining the difference 
whichmhight exist, but basically the main difference 
is the quality and reputation of the company itself, 
as Doc Morrell pointed out. 

MR. RICE: Would it not have thecdhher effect, 
that once a brand name has been established, it would 
tend to give that manufacturer aimmanopoly or a security 
or privilege for that particular drug? 

MR. CONDER: I think we have had examples 
in the market in recent years where thas has not 
been the. .case. 

MR. WHITE: Dr. Dickson says it does. 

MR.CONDER: I beg your pardon? 

MR. WHITE: Dr. Dickson says it does. He 
said the brand name would do that. 

DR. DIXONON: I thikk if you read the whole 
paragraph in the brief, it will indicate the 
primary result is not enhancing the manufacturer's 
position other than by putting pressure on him to 


continue to perform in the way that he has in the 


past. 
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On Page 33: 

"In an industry subject to considerable 
competitive pressure, as the pharmaceutical 
industry would appear to be, the main contribution 
of branding would appear to be the putting 
of pressure on the manufacturer to continually 
maintain and inprove the quality and performance 
of his product." 

The discussion of temporary monopoly was 
in the general discussion back here. That would be 
my main conclusion with regard to brand names, 

MR. BRYDEN: Isn't there another aspect, too, 
that in the possibility of a situation of temporary 
monopoly, isn't it superfluous as far as he is 
concerned, to give him a partial monopoly situation 
permanently, in other words to create an independant 
fidnetey for his product so that he tan create the 
impression in the medical profession that this is 
a distinctive product for which there is no real 
competitor. Isn't that the effect of branding and 
the purpose of it? 

DR, DIKON®): No, it is to identify the individ 
ual product. I think that is true about any branding, 
it does not make any difference, The main thing 
is whether it works or not. It is not the brand, 
it is what the product does and how the medical 
profession reacts to it. The same is true of a 
brand of automobile or any other product. 


MR. BRYDEN: I think what I said applies to 
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other things as well as drugs, too. It does tend 
to create a partial monopoly situation for the manufacs : 
turer, especially if you can succeed in promoting 
it as something better, whether or not it is any good. 
DR. DIKON: ; I personally do not think 
that would apply. Once again I cannot make any 
comment about this, not because I do not want to, 
but because I am not competent to in this case, 
about the specific workings of the medical practitioners! 
mind, but it seems to me that performance of the drugs 
individually -- that a company would have to be 
on a particular level before any advantage was proven, 
and conversty if they pulled a boob, so to speak, 
if they made a mistake, this woudd work the other 
act 
MR. BRYDEN; He is human. He is open to 
the same sort of influence as other people in the 
nature of advertising. 
DR. DICON?\: Carry it further. I do 
not think a brand can carry any lasting impression 
on the market unless there is something behind it. 
That has been the history of any product 
aver the years. In industry you will find that the 
total package that the manufacturer offers, which 
means the way in:which the product is distributed, 
the service that is offered, and everything else, 
the products which consistently do this are the ones 
in which the brand is the strongest, The brand alone 


will not carry its way without anything else behind it. 
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The brand will not contribute anything unique to 
the situation. It is a way of telegraphing information 
about the product. 

For instance if I buy a can of peas, the 
reason I buy K brandi of peas is because I have in 
the past identified certain characteristics with 
X brand of peas. If they are bad characteristics, 
Ido not buy it. If they are good, I do buy it. 

MR. BRYDEN; What you say is probably true, 
but there is the other side of the coin that if the 
physician does not try other brands -~- and I would be 
very doubtful if he tries them all -- that it may,;very 
well be that there is another brand that is just as 
good for his purpose and costs less. which he knows 
nothing about because he has been induced by promotion 
to use a high priced brand which admittedly he 
found satisfactory, but in the total picture of 
quality, cost, and everything else, it may not be 
the.best on the market. 

MR. CONDER: Then you would not have a case 
of one company having a peculiar use for a specific 
drug or a peculiar advantage over another, because 
you would have a LesvEN tre effect existing. 

MR.BRYDEN: A competitive effect may not 
operate because he may be sold on one brand and may 
not try the others. 

DR. DIKON?).: I would suggest, at least 
in the pichure of this particular industry in Canada, 


the liklihood of andther’ firm sitting) back if they. have 
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in fact a comparable product, is not particularly 
high and the physician will be subjected to == .. 

MR. BRYDEN: He will be subjected to pressures 
from them all. 

DR, DIKXONs.:: w, DLck#on to pressures from 
them all, and presumably his only course is to pick 
that product which appears to perform the best. 

MR. BRYDEN: Then there is a premium, as 
I think you mentioned in one section of your brief, 
in getting theres first. The first fellow.withicn 
a satisfactory product may get the market. 

DR. DIKON®:: This is true, but I am also 
saying this is very rarely going to last any time, 
because the brand is not the significant factor, 
it is the performance of the product... iIthwill 
get you into the market, but it won't keep you there. 

MR. BRYDEN: If your product is satisfactory. 
Iwill agree if the product does not live up.to 
its claims it will be abandoned by the profession, 
but if it lives up to its claims a quasi monopoly 
is developed for that brand through promotion. 

DR. DIXON: Tt is possible but I think 
4t is not likely to happen in this particular indasery 
because of the pressure. I do not ce 

As I say, I have not questioned the physicians 
on this. There may be some that operate this way. 

I would say that probably there are enough physicians 
who do not operate this way that with the manufacturer, 


the principle of competition andthe. margin v- the fiirm 
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has to always be cyncerned with that. As long as 
the margin 1s sufficiently high of physicians who 
do make very accurate analysés of everything, these 


are the ones that will not be influenced. 
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MR, BRYDEN: If they are not making 


those analyses, they are influenced without testing 
the different products? 

THE CHAIRMAN: Why would they? Are you 
talking about : manufacturers? 

MR. BRYDEN: No, I am talking about the 
doctor. A practising physician. As a matter of fact, 
what some physicians say about physicians generally 
indicates they don't, as far as I can make out, and 
they are probably not able to. 

MR. CONDER: That is probably why a 
doctor, Mr. Bryden, will depend on the company in which 
he has greatest reliability. 

MR. BRYDEN: It is still an interesting 
part of this. 

MR, CONDER: Yes, because that is the only 
thing the doctor has. The doctor has no scientific 
equipment available to test medications supplied to him. 
The only thing he falls back on is his own personal 
experience and the way specific products have acted 
upon patients, and when he finds a product which 
produces the result he desires, he will continue to 
use that product until a better one comes along. 

MR. BRYDEN: I just raised the question 
of monopoly, and it seems to me a factor that might 
have readily created monopoly elements. 

THE CHAIRMAN: Is that a correct use of 


the word "monopoly"? 


MR, BRYDEN: Monopolistic elements, 
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certainly. 


THE CHAIRMAN: I think the record should 


be clear it should be spelled with a small "m". 


MR. BRYDEN 3 There is no such thing in 
the world as an absolute -- nothing in the world--- 
THE CHAIRMAN: We are not investigating 


monopolies as I understand it. 

MR. BRYDEN : This was the point that was 
being raised. 

MR. HUME: I would also like to make 
reference to something the Committee has already had 
evidence on; There appears at this time a compulsory. 
licensing provision in our patent laws with respect 
to the pharmaceutical industry, and that has some 
tendency to provide protection to the public, along 
the line Mr. Bryden has been taking. 

MR. BRYDEN: I was talking about possible 
monopoly effects of branding of products. Not about 
licences or patents at all. I think that is where it 
arose, in that line of inquiry. 

DR. DIXON: I think the issue is, the 
word "monopoly" as Mr. Bryden indicated is a very 
difficult one. Monopolistic elements is one thing 
and monopoly is another. The crux of it_is in any 
industry whether or not there appears to be effective 
competition. This in the last analysis is the only 
safeguard. As I said, in this industry there is 
effective competition, but obviously there will be 


immobilities and ineffectiveness as there is in anything 
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else in the market today. 
Mr. Bryden is interested in 


MR. WREN: 
your research on this because they are looking around 


for a new brand-name too. 


--- (Applause) 
It has been found to be a very 


MR. BRYDEN: 
Sometimes valuable and 


useful item in our society. 


sometimes very destructive. 
Mr, Conder, has there been 


MR, RICE: 
any tendency of the members of your Association when 


they develop a product to attempt to get a brand-name, 


and secure a brand-name for that product? 
They attempt to do that. 


MR. CONDER: 
Is that the tendency? 


MR. RICE: Yes. 
Yes, because it is the only 


MR. CONDER: 
way a company has of bringing at a product and bringing 


it to the doctors! attention, and ensuring the name 
of the company stands behind that specific product. 
Again, you come to the point of reliability. 
MR. RICE: Mr. Chairman, did you say you 


were going to adjourn at 12.15? 
We will adjourn until 


THE CHAIRMAN: Yes. 


2 o'clock. 


--- Luncheon adjournment. 
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--~ Following luncheon adjournment. 


THE CHAIRMAN: Be. Rice? 

MR. RICE: Mr. Conder, I would like now 
to move into the area of quality control and the testing 
aspect of your brief. At page 49 you pointed out that 
the cost of control may represent 210 to 15 per cent 
of the production cost. At page 51 you refer to a 
survey that apparently was carried out between drugs 
that are manufactured by those with quality control, 
and compared them with those that did not have quality 
control, and I believe there were some 50 per cent 
of those nonecontrolled products that would not meet 
requirements. 

Was there any difference in the price 
between the manufacturer marketing the product that 
did not have quality control as compared to the price 
of those marketing a product with quality control? 

MR. CONDER: In this specific case, I 
wouldn't know because this was a study undertaken by 
the Food and Drug Directorate of the Department of 
National Health, Ottawa. It might be an accepted 
fact that a company without quality control would 
certainly realize a saving on its total production 


costs. 


MR. RICE: And would this saving be 





reflected in the price of that product? 


MR. CONDER: It is bound to, because that 


is part of the cost of production. 
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MR. WHITE: He could hide under the 
umbrella -- 
MR. CONDER: I beg your pardon? 


MR, WHITE: The manufacturer without 
quality control might very easily hi@ under the 
umbrella of the price of the high-quality product? 

MR. CONDER: Yes, that is correct. 

MR. WHITE: I wouldn't expect that saving 
would be passed on; not necessarily anyway. 

MR. CONDER: No, that is true. Not 
necessarily. 

MR. RICE: In any event, if that saving 
were passed on, it would account for 10 to 15 per cent? 

MR. CONDER: It would depend on the company 
and the type of product it is making. 

MR, RICE: At page 45, you refer to the 
testing there. In the second paragraph you state - 

sThe hospitals or the retail pharmacies 

are not the places to test the effectiveness 

and composition of drugs, regardless of the 

price." - 
and so on. Then you state in the next paragraph - 

"The proper place to test and ensure the 

quality of a drug is at its source of 

manufacture, during the time it is being made’). 
and then in the next paragraph you again refer to the 
position of pharmacists again: 

"The physician and pharmacist do not have 


the complicated equipment necessary to test 
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the stability and effectiveness of modern 
medicaments." 

Where would be the proper place to have 
clinical tests of products? 

MR, CONDER: Clinical testing is another 
thing entirely. Clinical testing is part of the 
research and ®veloping of the product itself before 
that product is produced. When you go into the 
production of the product after you have passed clinical 
testing, you then go to the production of the goods 
and the quality control then applies on the products 
which are being sold. Clinical testing invariably 
goes into the product before it hits the market. 

MR. RICE: So the effectiveness that you 
are referring to there is the effectiveness after 
the product is on the market? 

MR. CONDER: Not necessarily. It could 
pe the effectiveness of the product once it comes off 
the lines and reaches the market, and subsequently, 
of course. 

MR. RICE: Is not clinical testing the 
only way that the effectiveness could be determined 

MR, CONDER: I beg your pardonp 

MR. RICE: Is not a clinical test the 
only way that effectiveness of any drug could be 
determined? 

MR. CONDER: No, it depends a lot. 
Clinical test itself is to value that drug as it stands 


in order to ensure that there are no bad effects which 
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might arise from that drug. When that is finished 
the company then might put that product out. Clinical 
testing from there on in is not necessarily the end 
result. From there on in, quality control that is 
exercised at the point of manufacture, which is the 
essential element to assure the quality effectiveness 
of that particular product. 

MR. RICE: Is there cooperation between 
the manufacturers and hospitals with regard to clinical 
testing of their products? 

MR. CONDER: To the best of my knowledge, 
there is. 

MR. RICH: Is there any arrangement with 
the hospitals in regard to finances in this respect? 

MR. CONDER: I have not heard of anything 
to that effect. I would presume it would be up to 
the individual company to make the arrangements with 
the hospital or clinicians concerned. 

THE CHAIRMAN: Do you know if any of the 
companies are going to declare their individual 
position on that point? 

MR. CONDER: IT couldn't say, Mr. Chairman. 

MR. RICE: Another aspect of your brief 
is in promotion and selling. On page 66 of your brief 
you pointed out that this may account for 6.5 per cent 
of the sales, and there you break it down into mailing 
and sampling. However, I notice detailmen are not 
velmees in that 6.5 per cent. 


Is there any reason why detailmen were left 
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out of that survey? 

MR. CONDER: No, the attempt here was to 
try and breakdown what might be termed advertising 
costs to the company as such. 

MR, RICE: Could you give the Committee 
any estimate of what detailmen would cost in that 
regard? 

MR. CONDER: Ll am sorry, I couldn't, Fr. 
Rice. . 

MR. WHITE: How many detailmen would there 
be -in Canada? 

MR. CONDER: I would venture that there 
would be probably two thousand in all phases of the 
industry. All companies. 

MR, SUTTON: How many of those two thousand 
would be graduates of pharmacy? 

MR. CONDER: That, I couldn't say, Mr. 
Sutton. There would be a considerable number of 
graduates in pharmacy in there. Some companies require 
the detailmen to have pharmaceutical or degrees in 
one of the sciences or to have a pre-med education or 


something similar to that. Others don't. It depends 





pretty well on the company policy in that respect. 

MR, RICE: I note this is the result of 
a survey of 33 companies. Could you tell us where those 
33 companies fit into the concentration on page 6 of 
Doctor Dixon's report? 

MR. CONDER: Again, that is a difficult 


thing to mention, Mr. Rice, because Doctor Dixon's repor 
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is not for the same period. I would presume it would 
be the same as the previous ones he discussed in that 
there would be high companies and medium companies. 
and low companies volume-wise, | 

MR. RICE: These companies were all 
members of your Association? 


MR. CGONDER: Yes, they are. 


(Page 1276 follows) 
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MR. RICE: Have you ever received any 
complaints from the Medical Association with 
regard to promotion programs of manufacturers? 

MR. CONDER: Yes, we have. We received 
a criticism about the -- this was a recent one from 
the Canadian Medical Association concerning direct 
mail practices of some companies. This would be the 
mailing out of direct mail pieces. Whether this 
applies to all companies or not is entirely a different 
matter because there are some companies that do 
little or no direct mail. Some companies are 
heavy users of direct mail and this is one of the 
problems, as I mentioned in our brief yesterday as 
we wound up, that the industry is faced with some 
problems. This is one problem with which we are 
faced. 

We, as an Association, cannot take 
direct action on this, nor indirect as far as that 
goes, because that interferes with the sales practices 
of our individual companies. 

In this case it is left to the discretion 
of the individual companies. I have heard that quite 
a few of the companies who may be concerned about 
this problem are attempting to do something about it. 

MR. RICE: Dr. Ferguson ue he was 
talking to us on behalf of Connaught Laboratories 
informed the Committee that their organization did 


not require much pressure on the medical profession 
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and investigation and examination of their 
products. Why would an extensive program be 
required for commerical manufacturers? ; 

MR. CONDER: Well I wouldn't say 
it is pressure on the doctors as much as it is an 
information campaign. You recall also that I 
believe Dr. Ferguson mentioned that Connaught 
Laboratories are not concerned as much with synthetic, 
what they call synthetic drug products as they are 
with serums and vaccine and with the serums and 
vaccines in specific cases. While these are 
specifically one form or type of product which they 
had sent out, many of them speak, in a case like this, 
of possibly insulin and Salk Vaccine. 

MR. RICH: Is here a feeling among the 
Association that the doctors should have more 
initiative in learning, or in acquiring the knowledge 
about new products? 

MR. CONDER: I feel as an association 
we should not make any comment on this specific 
point Mr. Rice. We do believe this: the final say 
in respect of all medication, regardless of whether 
we are talking about brand names or generic names, 
whatever it happens to be, the final say should 
remain with the doctor because the doctor is the 
ae man who is capable of, by virtue of his training 
and experience, evaluating what is best for the 


patient. 
MR. RICE: Would it:not necessarily 
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follow from that then that the doctor would be 
interested on his own initiative to find out about 
new products? 

MR. CONDER: Yes sir. Many of them 
do, but there must be the means of information 
avallable for them. 

MR. RICE: On page 65 you refer again 
to the direct mail advertising method. Is this method 
used even after the product is established? 

MR. CONDER: This would depend primar- 
ily on the company and on the policy of that company 
concerned. In some cases it would; in others it 
might not necessarily. In some cases some companies 
do no direct mail whatever. 

MR. RICK: On page 25 of your brief, 

L want to turn now to profits, I believe the 
inference there is that the company is continually 
lowering its prices. Are the prices of drugs coming 
down at the manufacturing level? 

MR. CONDER: Yes, as I mentioned in 
this very brief survey which we did, and for which we 
have 90 products appended here to show examples of 
price reduction -- there is another way of looking 
at it too, over the years the costs have been 
increasing rapidly to the manufacturer, the same as 
in any other field of endeavor, and many companies 
have held the prices of their products at that level 
rather than increasing them. A number of companies 


feel as a result of that that this is an indication 
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that they are, in essence, keeping prices down 
as low as possible by virtue of two things: 
one is that they do lower prices that we have 
appended and second that they stock from necessarily 
increasing pricing. 

MR. RICE: On page 24 of your brief you . 
point out that the average cost of a prescription 
in 1958 was $2.78 while in 1959 it was $2.98. This 
would show an increase? 

MR. CONDBR: Yes, that is correct. 

MR. RICE: Can you account for the 
prices going down at the wholsesale level while 
in fact the average cost of prescriptiornsis increasing? 

MR. CONDER: I honestly don't know 
on that one Mr, Rice. It is difficult, when you say 
that companies do bring prices down; for example, 
again we are speaking here of these figures as 
being at the end prices and we are speaking only on 
behalf of the products that we represent. There are 
cost prices too, selling prices at the manufacturers 
Level , 

Looking at it from that viewpoint, 
some companies bring out completely new products, 
might bring out a form of medication, for example, 
a new form of medication which might be more 
expensive to produce at a particular stage than 
products which were used prior to that, and which have 
become obsolete as a result of this new product. 


This type of thing would also appear in this 
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difference between the 2.78 and 2.98. 

MR. RICK: Where is the usual market 
for manufacturers? Do they sell to wholesalers, 
retailers, institutions? 

MR. CONDER: It depends a lot on the 
type of company and how it operates. Some companies 
supply what you might call direct. They have their 
own depots across the country. Others work completely 
through wholesalers. Usually in the large instit- 
utional purchases or sales, it is usually done 
direct by the company. 

MR, RICE: Is the price then varied 
according to the market to which the product is 
going? What level it is going? 

MR. CONDER: It would depend. Certainly 
there would be a considerable -- not a considerable, 
there would be a difference in the price of products 
sold, for example, to a retail store, a retail 
pharmacy as opposed to products sold to institutions 
such as a Provinical Government purchasing department. 

MR. RICE: Could you explain why? 

What the principle behind it is? 

MR. CONDER: Generally the products 
sold to hospitals or institutional buyers are 
usually supplied in bulk, and it is much less 
expensive to supply in large bulk than in small 
size retail containers, For one thing packaging” 


eosts on bulk sales are next to nothing; for another, 
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it is considerably cheaper to distribute one 
large quantity to a main purchasing centre or 
thousands of small bottles to retailers from St. 
John's to Vancouver. 

In submitting tenders to institutions, 
the company must oe many. ‘factors into consideration. 
Does the company have a large surplus stock of the 
product on hand or must it make a special production 
run. Is it a slack period for the company's production 
in quality control procedures and can this type of 
order be utilized to keep workers employed and the 
plant in operation? Again, some companies consider 
it avisable to get their products into a hospital 
so that they will be made known to the many doctors 
who use hospital facilities. Aside from a generality 
s,*h as that, it would depend primarily on the individ- 


ual company and its policy in that respect. 
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MR, RICE: Do a number of your 
companies export their products? 

MR, CONDER: Abroad, yes, they do. 

MR. RICE: Would the export market 
have an effect on their price also? 

MR, CONDER: That would depend 
primarily on the company and the volume, 

At the present time the exports from Canada, in 
this particular field, are not extensive although 
they have been growing in recent years. 

It would depend primarily on the 
company, the percentage of the exports from the 
company and what relation it has --- 
and what relation this might conceivably have on 
its domestic market. Again, that would depend on 
the company's overall operation, 

MR. TROTTER: Mr. Chairman, possibly 
on that line where the drug firm may manufacture 
a drug here in Canada and export the same drug 
to England is there much difference in prices that 
you are aware of? 

MR. CONDER: I am not aware of anything 
in the field. Unfortunately : have seen nothing 
on it. That would come in with the individual pricing 
of the companies and as an Association we do not 
touch that area. 

MR, TROTTER: If we want to get into 
the question then of the difference in price 


of say the drug made in Canada, sold in Canada 
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and the same exported to England -- in many 

cases there has been a great difference in price -- 
the only way we could get into the question would 
be directly from the actual drug firms themselves? 

MR, CONDER: Yes, that is correct.. 

THE CHAIRMAN: So you do not know 
anything about imports or exports or pricing in 
that field, is that right Mr. Conder? 

MR. CONDER: Not concerning pricing 
in that respect whatever. Nothing whatever. 

MR. RICE: On page 55 of your brief 
you point out that service products are sometimes 
manufactured by a company even at a loss. Could 
you give us some examples of these service 
products? 

MR, CONDER: Yes, I mentioned three 
at the time in the presentation. I just had another 
one but I haven't it here with me. These general 
service products -- I mentioned this case of the 
Saskatchewan boy bitten by a snake. This was very 
rare, but these things happen, and this RsC Rik. 
constable who contracted cryptococcus neoformans , 
This other company that produces ion exchange resin 
and there is one here I had, this may fall within this 
catagory. This is a newspaper article that appeared 
in an Ontario paper just recently. It said this: 
it was commenting on the Alliston detachment of the 
Ontario Provineiial Police were recently instrumental 


in rushing an urgent shipment of a specific drug 
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from acompany up in the Alliston area to Niagara 
Falls and they just pointed that within 

20 minutes from the time the hospital called the 
Provincial Police officer, the case containing 

this drug was en route by a police cruiser directly 
to the Niagara Falls hospital. It was an emergency 
treatment which required a drug used as a decompress- 
ant for operation on the cranium resulting from 
accident and other areas, Many companies have this 
type of product. As in this case of the ion exchange 
resin, this resulted from a research program whereby 
the company invested a considerable amount of money 
in order to find a specific substance and this 
particular research program failed but as a by- 
product of the research program they found this 
particular drug and made it available as it was 
required. 

MR. RICE: Would the service products 
form a large amount or small portion of the cost 
of the manufacturer? 

MR. CONDER: No, I would say they would 
form a small portion of the cost because by their 
very nature they are more of a service product to 
help an ailment or a problem which occurs very 
very rarely, and which we would have very few 
Canadians contracting this particularl ailment 
4n the course of a year..As a result, it isn't what > 


you might term as a mass production item. Never- 
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theless, the cost of this thing has to be apport- 


loned against the company's products in other 


lines. It isn't great but it is a factor. 
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MR, RICE: Could these services not be 
considered public relations? 

MR. CONDER: Well that would be a debatable 
point. Some companies might consider them that, 
others might not. 

MR, RICE: Mr. fonder, a few questions about 
your association of 54 members. Could you tell the ; 
Committee of the 54 members, how many are foreign 
annea? 

MR. CONDER: Yes sir, our membership is 
broken down as I mentioned earlier into full members 
and part members. The full members are the ones 
which have complete voting rights. They are all 
companies which manufacture and distribute in Canada. 
In breaking these down I take it it should be broken 
down on the basis of the full members who have full 
voting rights within our association: 

| Canadian Financed,30 per cent 

United States Financed, 49 per cent 

United Kingdom Financed, 9 per cent 

European!'Financed, l@cper cént 

THE CHAIRMAN; Would that represent the same 
proportion of contributions, not within the company 
but by companies of the contribution of the industry 
to research? In other words for the United Kingdom 
company, would it do all of its research in the 
United Kingdom? 

MR. CONDER: It is possdble, although a 


United Kingdom company might conceivably do research 
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in Canada as well. 

THE CHAIRMAN: To what extent? 

MR. CONDER: It would depend a lot on the 
company. 

THE CHAIRMAN; Do you have an answer to that? 

MR. CONDER: Pardon? 

THE CHATRMAN: Do you have any answer or 
do you not? 

MR.CONDER; I honestly don't know. 

THE CHAIRMAN: What about the United States 
companies? 

MR.GONDER: United States companies, I would 
venture in most of these foreign controlled companies 
the majority of the research would be done outside of 
Canada, primarily for this reason, that if you have 
a company in the Yatved states with a researeh plant 
that costs several million dollars to build, and 
the cost of operating that research plant comes 
to three million dollars a year, and you have in Canada 
a company which is a subsidiary of that firm which 
has totdklsakes of probably $750;000 to'one! mil Dion 
dollars per year, it is inconceivable that the 
Canadian company could support a research activity 
to any great extent. 

As a result, any work that it would do 
would be’ a duplication of what is being done in the 
United States research facilitiés, and with facilities 
which incidentally have considerably more to offer 


than would a very small proportion of the Canadian 
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operation. This was particularly true about five 
years ago, and we have noticed that since then a 
considerable increase, first of all, has been made 
in clinical investigation. 

THE CHAIRMAN: Then it would seem that irrespec- 
tive of the amount of drugs, of the national or pro- 
vincial drug bill, whatever it might be, that the 
only companies that are making a solid contribution 
to research in Canada are Canadian owned eieraniees 

MR. CONDER: No sir, we have a number of 
foreign controlled corporations which do research 
in Canada, As a matter of fact there is a company -- 

THE CHAIRMAN: Just a moment, that is ‘what 
Iam after. What information have you, Mr. Conder, 
or any of the men here? Would any of you care to 
answer on that point? 

MR. HUME; I do not know, but we could try 
and get you the answer. It is my understanding -- 

THE CHAIRMAN: Before you leave that, let 
me ask you one question. Is it your intention that 
the answers in connection with this brief are all 
to be answered by Mr. Conder, Professor Dixon and 
yourself? 

MR, HUME; Yes. 

THE CHAIRMAN: There is to be no operating 
management making a statement? 

MR, HUME: I am just representing the Associa- 
tion here. The companies are not here today, and if 


there are any gentlemen in the audience that are listenin 
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they can speak for themselves, 

THE CHAIRMAN: Well then, the saan 
is not bringing evidence in support directly from 
its members? 

MR. HUME: No sir. If there is any question 
that the Association -- any answer’ that the Aeccuaer ion 
can get for you, I suppose basically all the information 
is to come from the members. 

THE CHAIRMAN; I do not know. 

MR, HUME: On this question of research -- 

THE CHAIRMAN: You are putting an almost 
intolerable burden on Mr. Conder. 

MR, HUME: Well, he has got broad shoulders. 

THE CHAIRMAN: That's not the point. 

MR. HUME: It all depends on the information 
you want. If you ask a question which Mr. Conder 
cannot answer he can either say, "I don't know", or 
he can say "I do not know but I will try and find out." 
That is what we are proposing to do as far as we 
are able. 

THE CHAIRMAN: Maybe this is a good point 
to ask this question: in support of your Association's 
brief, you there any Canadian manufacturers who 
are submitting briefs? 

MR. HUME: If there are, I have not heard 
of it. I cannot answer the question. I do not 
know. 

THE CHAIRMAN: Have you enquired? 


MR, HUME: No, I have not. I know there 
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are Canadian manufacturers who have had counsel and 
who are following these proceedings, but as to 
their intention, I have no idea, 

THE CHAIRMAN; Where could we ascertain 
that information? 

-MR, HUME: I will attempt to find out. We 
will ask the members of our Association whether they 
intend to file briefs and let the Committee know, 
but we have not done so and we will certainly find 
out. I have not enquired. 

THE CHAIRMAN: I am sure you appreciate the 
point I am getting at. I think we are entitled to 
know what eae intentions are. 

If it is not clear from our earlier hearings, 
unfortunately all of the people here have not been. 
present at the earlier hearings, but some of you 
have, I think we should know what the general 
intention is, if for no other reason than our own 
convenience. 

| MR. HUME: As to our intention, I am 
representing the tudoipowaben mance arian and my 
intention may not have been clear in the past but it 
is to plan to be here as we have been for the last 
two days. 

As to whether or not our members in their 
individual activities intend to come before this 
Committee, that is something I have no idea about 
but I will enquire and try and find out if it is of 


interest to the Committee. 









eT at BARI Lt Rens: 
: i y Pade ae ry Bi on i : 
ae een ee ie 
Pid Sains Bast oveit cot env behaina } 


aM \ oF . ae a 
ut “aay-vend sansbeoeit wind piensa = 2 
| pair . te 


tit co eit t onset: Sha 
- : te 

| 3 P| 
| ; [i sda AS ow OL yoa i all OM AO ar ” ae 

























| Siguttdarroea | ere 
| itn on tqnattectiot) ame wee | te 
. Witte Liter icagek yu Fo ened sat his, tw fe : ; 
| tol Si etaded ak LPs Seer i cs 
pei hs iy ct Us! o8 Ste Rom: Hmget om diel ia a 
las, 


oh trum 5 Con avant: 1 «vo 
(a « E aber ori | we j LIM ARO SET “ll iN, 
fy w ola’ 1 de Seep ty Lodaledg) ior 


oi aoltiatal ago cathe wok 


) it 8) mh wee hue wh OE i 
PAled ; viva “Ori % ita vi otenend atone 4 ‘ i 
it.) 
“ tee «gaitaes seliogn odd de ¢opaeng” 7 
| f iye'poy gm atts w wet one ww sated 7 ogst. 7} i ; i. 
Wo THe OT _gttawn sedto On 767°32).. ef notin | 
. -oorainorned 


me 2 ,seidriese!-“oo ot ef. YSU <a 
it 


Uh Ant cieicatsotas setsteqnoont ens galivasestqe: “7 
- . : 
af Pt Gwe fete <1! wtlo tot wat Bab ee 









a Ajeet _— 






, 
, we 


1 
f 







biel we oo need ered ay ne — og re; nag 8 ma 


f | ab ; 


a aa 





ANGUS, STONEHOUSE & CO. LTD. Conder 1291 — 
TORONTO, ONTARIO 





I don't want to heave the question of 
research as it is on the record and get it buried 
in something else, 
My instructions are, and if I am incorrect 
I will correct it at a later date, that while research 
may be done in the United Kingdom or in the United 
States, Canadian manufacturers contribute to that 
research as part of the organization. While the 
research may not be done it-is paid for in part 
in proportion to the Canadian sales. 
THE CHAIRMAN: So that Canadian operations 
would be then subsidizing the research outside of 
the country? 
MR. HUME: "Subsidizing" is perhaps not 
the word I would use. They are paying their 
fair share of the general companies! world-wide 
research. 
THE CHAIRMAN: Excuse me for a moment, the 
actual research is being conducted outside the country? 
MR.HUME: In some cases, as Mr. Conder 
has indicated. 
THE CHAIRMAN: In some cases, many or few? 
MR,HUME: Mr. Conder has the information, 
if anybody has it at all. I understand most of it 
is done outside and samevof it here. 
THe CHAIRMAN: The other day, some considerable 
time was spent Sr onMe very able and well informed 
witness on the question of aj national or provincial 


factor involved in this subject, that of self-sufficiency}. 
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There may be a point that if we have to be self- 
sufficient, maybe the cost of drugs should be higher 
in this country. Who knows? 

You see, Mr. Hume, no one is charged with 
anything béfore this Committe. We are here to find 
facts. 

MR.HUME: That is true. 

WHE CHAIRMAN: I think it is of some interest 
to this Committee to know whether or not and to what 
extent the research is being carried on in this 
country by those firms doing business in this country. 

When I use the word "country" I am speaking 
of Ontario and directing it in the same sense [ 

did this morning. I must of necessity talk about 
Ontario, but if the subject can only be dealt with 
on a national basis, I will still ask the question. 

MR. BRYDEN; At this point, Mr. Chairman, 

I have some doubt in my mind about figures that appear 
on Page 41 towards the top of the page relating to 
research and to the companies covered by the survey. 

It is divided into two parts, A and B. 

. "he Total amount actually spent in Canada. 

1959 -$2,500,165. 

B. Total amount spent by foreign control 

on behalf of Canadian subsidiaries. 

1959 -$2,614,900." 

Is that a breakdown of what we were talking 
about, or does that relate to something else? 


MR. CONDER: No, I believe youiare correct 
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in that respect. This. gives you the breakdown amongst 
these 22 companies of the amount that is actually 

spent in Canada and the amount bait has been spent 

by foreign control on behalf of the Canadian subsidiarieg. 

MR.BRYDEN: . But that item be will be 
the amount: that the Canadian subsidiaries contributed 
to their parent companies for research, will it? 

MR. CONDER: That is correct, yes. 

MR. BRYDEN: And that might be just for the 
general research of the company, or I presume there 
could be some specific problems where they might ask 
for information. 

MR, CONDER;: That would come under technical 
advice or technical assistance which would be another 
thing entirely. This would be allocation for 
research. | 

MR. BRYDEN: This would be an amount that 
would be levied against them for the total research 
over all the companies. 

MR. CONDER;: For their share of the products 
they are marketing. | 

MR. WHITE: That is for the 22 companies only 
you mentioned? 

MR. CONDER: For the 22 companies only. 

MR, HUME: About the question of self-sufficienc 
is it my interpretation of your:point that it would 
be in your view desirable, or more desirable -- would 
you say it would be more desirable that a foreign 


company that had established a subsidiary in Canada 





























I cc 


deapomek cvodtewny ade wow & 
MEL Steele —— yy mr 
‘ceqy weed net dey saute add Bae sna 





melas obadwe ite ttunntess end to Siatae ao jouanon’ mili 
| 1 the od ala? delet!” ee “eee eae 
beded) “truco eelaelbiatwe catiecneS off¥ Jeky (aie wuts 
eer (Lidw .“suaen 07 oe) esiucqmop Giermse “berid oak i 
aay .fpeTdeHs wi tnd? +<haddOO GAN 


Ax 264 feet od drut teste bcd © RE RM 


i conesemeetienennttiiicensatiitetinn tt aa 


rant /arneere { "ns “caged oar? %o fiotaenaei Lazenby 
| Hee Sian come Comte emoljorq ol tieage emoe ed Ging 1 
sodinetat 20% | 
rhs he @ooe Livow dee! - ROS oe | | ‘| a 
get ihla “Ot @ w ot ww @qyegh «as (Cp teeiess ah salves 


7 2 ichie @8. bfuew eit? ’. Setetions seine 7 


ate Josey: fe 94 hw a) VAI oo —- 
deseene; Criod.dl? wy wut oooh iathvat ed hiaer 
Bettageos et? Tle teva: 
Sfovogtaq sid  “iate whee ew | PATS an 
gn tutors eee yout || 
Glen @eitgqwes Di «wid ‘et ef nee a «Fi | 


n 
i rllreeereaeanteeerneneneteeetememeetneetinen callie Se eR ee a ee 


inc esiiwepiey £9 env fom aes cmt a 
WT Tears ~ gs hy ne ena nadt seh vane 


nate oly 
0 














qi in al 
lL 


eqn 


ANGUS, STONEHOUSE & CO. LTD. Conder 1294 


TORONTO, ONTARIO 


, 


Ih 
ii" 


Should do more of its research in Canada and less 
at its own laboratories. 

THE CHAIRMAN: I did not say that, Mr. Hume. 
I am simply asking the question as to where the 
research money is spent by these companies doing 
business in Canada, and that is as far as I have gone. 

MR. HUME: You went on and said this comes 
to a question of self-sufficiency. 

THE CHAIRMAN; I did. Let me finish please. 
That 1s the extent of my question and I cannot tell 
where we go after that question until I have the answer. 
I did say that with a view to trying to help you, 
because you were elsewhere the other day, by 
referring to some other proceedings before this 
Committee in which this subject was discussed and 
probably the most accurate reference to what we are 
talking about would be in the transcript. I as 
that kindly. 

Penicillin, for instance, Mr.Hume, was 
discussed the other day and it was pointed outithat 
it is probably one of the most important drugs or 
chemicals or whatever it is in this country, particularl 
dn the state of war: or national emergency. It 
was pointed out of three producing plants that 
formerly existed, none now exist, and that the 
raw materials to manufacture and finish off penicillin 
for distribution in this country now, all of: those 


sources are in other countries, and it was around 


that subject -- 
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MR.HUME: It was because of the cost,the 
high cost. 

THE CHAIRMAN: Whatever it may be, yes. 

MR. CONDER: Yau recall my mentioning earlier - 

THE CHAIRMAN: Please let me finish with 
Mr. Hume. It was around that point that we were 
discussing the matter and. it was from that point, 
and I want to make my position clear, that a question 
of provincial self-sufficiency, if I may, or national 
self-sufficiency, must necessarily be of interest, 
because it could be -- I do not know -- it could be 
that the cost of drugs in this country is too dow. 

I do not know, maybe it is too high. Maybe the 
prite is right. We are in novpositon today to make 
any statement along those lines. 

What I am trying to get at is in determining 
that position there are some collateral aspects 
which I would think this Committee will take into 
account. 

MR.HUME: I do think, Mr. Chairman, it fol- 
lows: from that, if more and more research were done 
here, the cost of drugs would probably go up. 

THE CHAIRMAN: Have you any evidence ta.) 
that effect? 

MR. HUME: No, just that: it seems to follow 
if a company has to establish a laboratory, their 
cost, as Mr. Conder said, of several million dollars 
#or a laboratory to have self-sufficiency in Canada, it 


would seem to follow it would therefore add to the cost 
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of the product. 

THE CHAIRMAN: It could very well be. If 
you have any evidence on that point to support those 
statements, I would think we would be interested 
in them. 

MR. HUME: I do not know if Mr. Conder 
can answer, if he has any evidence in the Association? 

MR. CONDER: Probably the evidence might 
be brtefly this, it is a general viewpoint of the 
research picture as it applies to any industry 
that first of all you must have a fairly sizable 
organization before you can go into research in any 
manner whatever. 

We say here that of these 22 companies, 
and there were some foreign subsidiaries as well 
as our own Canadian companies the amount of research 
and development in Canada in 1959 of $2,500,000, 
was an increase of 12 per cent over the previous 
year. As we go along and as the market for pharmaceutical 
develops in Canada, and as the overall population 
increases, I would think these companies will become 
increasingly more able and capable of undertaking 
research programs, because the money required for 
the research in the long run -- it is difficult 
to do it in a small market such as we have now, but 
some companies are doing it and there is a trend 
towards that. 

THE CHAIRMAN: Do you think we are heweps 


of woo and carriers of water for the time being? 
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MR.CONDER;: No, by virtue of the size of 
our population we are making a step in this direction 
aid we are getting there. Within ten or fifteen | 
years time we will be in a better position than 
we are in now in this field. We are in this state 
of transition. Five years ago in Canada there was 
some, not too much, clinical investigation work 
being done on products which were developed in other 
countries. Today most of the major compankes conduct 
simultaneous clinical investigation studies in 
Canada at the same time as these products are 
being tested in the United States. 

Chinical investigation is not a large part 
of the research and development picture, but it is 
something. 

MR. BRYDEN: Connaught Laboratories last 
year, according to the figure I have, spetit $815,000 
for research as well as $2,500,000 for the 22 companies. 


Have you any explanatinn as to that? 


(Page 1300 follows) 
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1 

Z MR. CONDER: I would venture that 

3 Connaught Laboratories have annual sales that would 
4 be superior to the ee of these 22 companies. 
Suc MR, BRYDEN: Do you mean ---- 

6 MR. CONDER: Not all of them. 

Z THE CHAIRMAN: In the spirit in which we 
8 are talking, just take a figure that you think that 


9 their sales would be justified, 
10 MR. CONDER: I venture they would be 


Li around five million dollars. 


12 THE CHAIRMAN: I think that is about the 
13 figure, is it not? 

14 MR. BRYDEN: I don't recall. 

15 MR, CONDER: In our particular industry 


16 a five million dollar company is a large company. 


17 THE CHAIRMAN: How many five million dollar 
18 companies are there in this Association? 
19 MR. CONDER: That is a difficult thing 


20 to say off hand, Probably about seven. 

21 THE CHAIRMAN: We are on the horns of a 
22) dilemma, Mr. Hume, --- 

23 MR. HUME: I'm sorry? 

24 THE CHAIRMAN: We are on the horns of a 
25 bit of a dilemna.. This is not a contest between two 
26 adversaries or any adversaries, but I think there is 
Zt some basic information that must be well. known or 

28 patently known to your Association and which should be 
29 eweiiebie to us, because as T understand it, your 


30 Association is before the Committee speaking for the 
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majority of the Canadian Pharmaceutical Manufacturers. 

MR, HUME: Dollar-wise, 54 of 200. 

THE CHAIRMAN: A very important segment . 
So therefore, in looking to them -- I will probably 
want to think this matter over overnight before I 
express myself further, but it may be that you will get 
the point I am trying to make. 

MR. HUME: I would like to make this 
particular point: This Association has had a specific 
request made of it and has come forward with what it hoped 
would be generally informative. We can't go into 
matters of price, discounts, exports, values, cost 
ingredients. Those are matters that each individual 
company works out for itself, and this Association 
-- it would be from my point of view contrary to the 
Combines law to engage in that sort of activity. 

THE CHAIRMAN: To present a brief with 
specific detail? 

MR, HUME: I beg your pardon? 

THE CHAIRMAN: To present a brief with 
specific detail? 

MR. HUME: No, I say if this Association 
had sought price information, discount information, 

-~- after all this would be - made up by members 
who sit around a table, and they would be conducting 
in my view an activity which is dangerous, so this 
Association -<«- 

| THE CHAIRMAN: It might have been a very 


good excuse -- this Committee might have been a very 
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good vehicle for getting that kind of information, 
With respect, I don't think it 


MR. HUME: 


is a defence under the criminal law to say we were 


getting out information because we wanted to make a 
statement to a Select Committee. 
Many of us acquire information 


voluntary. 
MR. WHITE: 
through independent chartered accountants not unlike 


the profit and loss statements you have prepared, but 
This is far from being --- 


in much greater detail. 
In effect, what you are saying, 


MR. HUME: 
you are criticising the fact we did not go far enough 


and this may be a valid criticism. 
Let's eliminate the word 


THE CHAIRMAN: 


1 
He! 


"“eriticism" entirely. 
Criticism with a small 


MR. HUME: 
THE CHAIRMAN: 
advantage of this opportunity this afternoon to 
discuss where we are going, and how far the Association 
Mr. Wren commented to me a moment 


I think we are taking 


is going with it. 
ago that maybe we had the wrong body before us in the 
sense that he could not define the objectives. 
MR. HUME: Well, of course, you may have 
the wrong body. It depends on what you want to know. 
As far as the Association is concerned, I submit it is 
not the wrong body with respect to the general picture 
of the industry in Canada. 
When you get down to prices and price spreads 


and selling techniques and distribution, these are 
matters that if you want that information with respect 
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I think you have got to go to the people who do that 
sort of thing. Make up a questionnaire if you like 
and send it out to these companies and seek your 
information that way, but the Association has not -- 
with respect I think it should not go into that field. 

THE CHATRMAN: Well, it is probable -- 
weare not talking about details; we are not talking 
about what is involved in it. There are eleven members 
of the Committee, and I, as Chairman, am forced from 
time to time to speak for them. So I will go back to 
what I said a few moments ago; I think it is important 
for us to know some simple facts about the case such 
as are there any other briefs being submitted by 
individual companies in support of the Association 
brief, or separately, having to do with your membership? 

MR, HUME: IT have answered that question 
by saying I don't know and we haven't inquired. 

THE CHAIRMAN: Then your answer must be 
"no"? 

MR. HUME: T have said so. You asked me 

whether I inquired, and I say, no, Il didn't, 

THE CHAIRMAN: We can go on from there. 

MR. TROTTER: Could I ask one question of 
you, Mr. Chairman, and perhaps the witness here could 
help us. If we are going to get the price of drugs, 
IT would suggest that the only way we will find out is 
from the companies themselves? 

THE CHAIRMAN: Yes. 


MR. TROTTER: | What + had in mind was this: 
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50 often we are told -- we have been told by various 
witnesses that the great differences in the price of 
drugs in our country and in others is that it is the 
lack of quality control and such things as that, 
which might be correct, but there are instances on 
record where the same brand name, the same company , 
and the same goods, and same drugs have been selling 
one hundred tablets for $7.53 in England, and one 


hundred tablets of the very same thing in Toronto for 


$20.80. 
THE CHAIRMAN: Of the same manufacture? 
MR, TROTTER: Exactly the same, 
MR. BRYDEN: (Inaudible) 
MR, TROTTER: Well, there are a number of 
instances of that type on record that have come out 


in other investigations where Canada has been mentioned, 
this very jurisdiction, which we are in, and the only 
way I feel that we will get an answer is to bring in 
representatives of these companies that produced these 
goods. I hope we will be able to do that. 

MR, BRYDEN: I hope we will be able to 
get them here. 

THE CHAIRMAN: This is outside the ambit 
of this Association's brief obviously, Mr. Trotter. 

MR, TROTTER: I see that. 

MR. WREN: Yes, but Mr. Chairman, the 
difficulty here is this: That the Association, without 
studying its objectives or purpose, leaves me -- at 


least it leaves me in the dark and one might be accused 
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from time to time of engaging in what is termed a 

witch hunt; but I personally feel it would be grossly 
unfair to bring individual companies before this 

Committee and have them reveal all their secrets and 
trade methods, whereas possibly your Association or 

the members of your Association, by assisting you, .would 
give us the information we need without having to pinpoint 
particular firms and individuals. 

It just stands to reason we are going to have 
to get this information. At least it is not conceivable’ 
with our recourses we can examine ele individual companies 
so that if we have to get it that way it is going to 
fall on the heads of one or two individual companies 
and I don't think it would be fair to do that. 

If you could bring expert witnesses along with you and 
priefs to support your brief to avoid what could 
conceivably happen to them. Do you get my point? 

We are in a position here where if you cannot answer 


the questions and your counsel can't answer the 


questions--~-- 


MR. CONDER: Yes. 


MR, HUME: We are in this position, when 
we sent out the questionnaire trying to get assistance 
for this Committee, we got less than 50 per cent replyin 
to it. Even if we could get the assistance of one or 
two, it would not be representative. 

MR. WREN: I would respectfully suggest 
to your members ~ are perhaps not conscious of the 


great public interest in this question, and if they are 
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not willing to cooperate with your Association they 
might be doing themselves some harm. 

MR, HUME: This may be. 

MR. CONDER: We would be glad to help -in 
any way possible with one exception, and this is a 
point in which your Committee is extremely interested, 
and this is prices and discounts, and which, traditionally 
as a trade association, weae always suspect by 
investigation people. As a result, we have laid down 
in our Association over the years, on advice of legal 
counsel, that we shall not discuss or consider prices 
or trade practices in any manner whatever, and it is 
done particularly for this legislation which is on 
the books now. 

MR. BRYDEN: I wonder if the Association 
might possibly be able to help us and still avoid the 
difficulties you are speaking about if it requests 
some of its members to send certain information direct 
to us. For example, I am interested in price history 
of various brand drugs. from what has happened in the 
United States; it certainly would be very interesting 
what has happened there -- I don't know if the same 
fling has happened here -- there are about five 
companies in that field. I have no doubt they are 
all members of your Association, but would it be 
possible for you, merely having a closer contact with 
them than we have, to ask them if they would submit 


that and such other price information as we may decide 


we want directly? 
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MR. CONDER: We would be glad to, Mr, 
Bryden, if it is the wish of the Committee for us to 
do so, to pass this information over to our companies 
and ask them to forward information to you direct. 

THE CHATRMAN: We don't want to make this 
impose an undue burden on your Association or anybody, 
and any added expense, if there is any expense to be 
eerie, I think the Committee should bear it. 

Let me put this to you, Mr. Hume, directly: 
In my very limited experience, possibly by hearsay. 
there are trade associations, many of them in this 
country, who have officers as you do. Those officers 
usually come forward and are able to state without 
violating any confidential aspect of their own firm's 
position or anything that would indeed involve their 
competitors, information along those lines, where they 
are able to say I have been in the business for thirty 
years. The general practice on this point in our 
industry is thus and so. It just happens that our 
company doesn't do it. He makes that statement, or 
our company doesn't believe in that, but the general 


practice is such and such. That is what we are 


talking about. 


MR, HUME: Let me say this --- 

THE CHAIRMAN: And there is no breach of 
confidence. 

MR. HUME: Let me say this: In the 


recent amendments to the Combines Act, I persuaded 


two representatives of companies to come with me, with 
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the trade association, and submit views to the 

Select Committee of the House of Parliament on this 
question, assuring them they would be there in their 
capacity as an association, and the record of the 
proceedings will show that immediately they got there 
they were identified with a company and they were 
hammered with questions, "Why do you sell your product 
at this price?", and that is the sort of thing that 
keeps people away from a party like this. The members 
are afraid, and that is the difficulty that all trade 


associations have. 


THE CHATRMAN: IT can only answer that this 
way: This question of committee work -- it unee 18 
what you are talking about -- in this province has 


been the subject of some very serious consideration 
over the past two or three years, and in any committee 
with which I have been connected there has never been 
any abuse because I have never permitted it. I know 
of no example during this hearing where any witness 
has been forced to expose evidence against his will 
without a fair consideration of fact. 

I would hope that it might be the conclusion 
of everybody that the hearings of this Committee have 
been on a very fair basis, and in an atmosphere 
conducive tc ascertaining the real facts to enable 


the Committee to bring in a fair, comprehensive and 


intelligent report. 
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MR. HUME: That should be very 
reassuring, .Mr. Chairman. 

THER. CHAIRMAN: I would hope we never 
had to make that reasgirance Mr. Hume. 

MR, HUME: I am just reporting as to 
what has happened in other places and this is the 
sort of thing when you try to persuade a company 

representative to come forward, he says well am 

I likely to be asked questions dealing with my 
company's discount practices, and the answer is yes 
you are likely to because it is possible -- it 
isn't meording to the law, there is no question 

of relevancy. and this is one of the problems of 
getting witnesses to come forward. I think this is 
something that has to be accepted. 

MR. BRYDEN: Mr. Chairman, would it 
be true that if some of these companies were before 
this Committee, we might in some cases want to 
enquire of them, to explain an apparent price 
discrepancy such as Mr. Trotter mentioned, such 
as I mentioned on drugs, a major drug for the 
treatment of mental illness--it seems it me some 
of those discrepancies require explanations. 

If there is a good explanation why 
wouldn't the companies come forward and give it 
to us? Why would they be embamassed if you want to 
know? I certainly do not see why, on the face of it 
a major drug in our mental hospitals sells and is 


sold in Toronto by one subsidiary of Poulenc 
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and Company, Smith Klein in the United States and 
sold in France by another subsidiary of the same 
company under exactly the same brand name , why there 
Should be such a tremendous difference in price. 

THE CHAIRMAN: Let's put the matter, 
and with respect, let's put that in simple language 
that there is a difference in price of the same 
product in different jurisdictiors and the Committee 
Will be interested in hearing the explanation. 
I think that is a proper question. I think that is 
proper material for the Committee to request. 

MR. HUME: And this, as I understand 
Mr. Chairman, is the first time that such a specific 
question has come up with the Committee? It will 
appear in the record and they will read it for the 
first time? 

THE CHAIRMAN: No, it has been raised. 
Mr. Trotterhas raised this example before some days 
ago. 

MR . HUME: It is fairly recently,I 
mean? 

THE CHAIRMAN: In the Ball. 

MR. HUME: After this was prepared? 
That is my point. 

THE CHALRMAN: I don't know whenthis 
was prepared. Mr. Trotter's question and observations 
were made in the Fall sittings of this Committee. 

What we are trying to do, we are 


taking a few minutes out here to see where we are 
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Der eee Conder 1312 
going as much, I would hope your interest as 

ours, to find a common salution. I will be quite 
frank. It has been my hope that, having in mind 

that the people we are concerned with before 

this Committee are all professional people: 

doctors, some lawyers, dentists, druggists every- 
body -- this is an unusual charicertistic -- it 

has always been my hope that the basic evide@ce and 
the detail in support thereof would flow gently 
forward to the Committee of its own volition and that 
no other resort of any kind would be required. 

I am trying to chose my language to 
reflect the spirit on which I make these 
observations. Now can I put it to you any more 
gently? 

MR, HUME: No sir. If you are speaking 
to me as an individual, I can wholeheartedly agree 
with this whole approach and so on, but as I say, 
my instructions are limited today. I cannot speak 
for companies whom I do not represent, and I do not 
know whether they intend to come forward until they 
are compelled to or whéher they will hear your words 
today and come forward voluntarily when you resume 
again next Spring. 

THE CHAIRMAN: Let's take a 5 minute 
recess to enable you to consult without any 
appearance of making any statement at all; just to 
assist you. 


MR. HUME: I don't know who I am going 
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to consult with. They are not here. I will consult 
with a few that are here.There are 54. 
THE CHAIRMAN: I won't make any comment 


at the moment Mr. Hume. 


---Short recess 


THE CHAIRMAN: I have a suggestion 
to make. I gather it maybe difficult for Mr, Hume, 
in the short period of time, to secure instructions 
from his principal and its members, and it also 
follows that the Committee thinks that the point 
may be technically well taken. 

With respect to the Association's 
presentation, at the very outset we must tell you 
that we think that the brief -- you are to be 
complimented on the brief, because a great deal of 
work and effort has gone into it and by the same 
token, we do not want to do or say anything that 
would take away from the very excellent presentation 
whichmms been made so far, and at the moment, the 
Committee is prepared to accept your statements 
that as an Association perhaps it should be treated 
in that sense and in that presentation by the 
officers or professional officers of the Association 
on the one hand and by the economist who has been 
retained on the other and also on the third hand, 


through the good offices of the counsel who has 
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been retained and we shall proceed on that basis, 
and if as andwhen the Committee requires specifié. 
information then we will take whatever steps 

are Indicated to secure it, 

MR, HUME: Thank you Mr. Chairman. 

I will just add there, when you decide if as and when 
the information may be required, and if you let us 
know, we will do everything we possibly can to secure 
the information for the Committee. 

THE CHAIRMAN: You mean with respect 
to your Association. 

MR. HUME: With respect to our 
Association. 

THE CHAIRMAN: But with respect to 
any individual companies, we will govern ourselves 
accordingly. 

MR, HUME: Yes, but I am offering sir 
that even with respect to individual companies 
if there is infamation that we can assist you in 
getting we will do everything we can to assist, 

THE CHAIRMAN: Fine thankyou. Mr. Bryden 
you had something you wanted to observe, 

MR. BRYDEN: Yes Mr. Chairman, with 
respect to the drug largactil which I was speaking 
about prior to adjournment, Mr. Conder during the 
recess called my attention to the fact that the 
company that produces and markets that drug is 


not a member of the Cma@lian Pharmaceutical Assoriation 
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So in case I gave the impression, as I may have 
done, that it was a member of the Association, 

I would like the record to be corrected on that 
point. 

THE CHAIRMAN: Do you know what 
company does manufacture it? You might as well 
start right in. 

MR. BRYDEN: I know which company 
L& is marketed by and what company holds the 
patent. The patent is held by a French company, 
Poulenc and it is marketed in this country by 
a subsidiary of that company which I think is 
called Poulenc. Its head office is somewhere in 
Quebec, I think in Montreal. 

I would like sometime to find out 
more about that particular drug but obviously this 
Association won't be able to help me on that. 

THE CHAIRMAN: Now Mr. Fullerton 
had an observation he wished to make. 

MR, RILLERTON: Yes Mr. Chairman. I 
would like to ask Mr. Conder, referring to page 
17 of your report, the second paragraph: "funeral 
director's fees embalming services and casket alone 
average $700 -- $750 in the Toronto area and this 
does not include the monument or plot of ground." 
Would you tell me where you got that information? 

MR. CONDER: Yes, we got it from the 


office through a call to Canadian Funeral Services. 
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MR, FULLERTON: Do you know to 
whom you were speaking at Canadian Funeral 
Services? 

MR. CONDER: No, I am sorry. I 
didn't do it myself. That phone call was placed 
by my excecutive assistant, 

MT, FULLERTON I wonder if you ould 
get me the names of the person you spoke to there? 

MR. CONDER: Would you like me to do 
it right now? 

MR. FULLERTON: No. 

MR. CONDER: I will get it and supply 
it later. 

MR. FULLERTON: This information I 
have with me, I got from the Canadian Funeral 
services myself this morning. That is a report 
from the Dominion Bureau of Statistics, 1956. Now 
there has been no appreciable increase in the cost 
of funerals since 1956. Being a funeral director 
myself, I can make this statement. 

THE CHAIRMAN: Do you have any figures? 
If the figure is wrong, do you know what it should be? 

MR, FULLERTON: Yes, taking the total 
number of deaths in 1956 the figure was 132,470. 

MR, HUME: Is that all Canada or Toronto? 

MR.FULLERTON: In Canada. 

MR. HUME: This reference is to the 
Toronto area. 


MR; FULLERTON: I just wanted to compare 
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ANGUS, STONEHOUSE & CO. LTO, Conder Lit 
this figure. The total cost in Canada of funerals 
amounted to $45,594,820. That represents approximately 
one third of the cost of drugs in a year in Canada. 

What bothers me was your inference 
that it cost -- the high cost of dying, as compared 
with the cost of drugs. The cost of funerals in 
the Toronto area alone is $495, That:is the average 
eost of a funeral. 

According to this report, across 
Canada during the same year the cost was $405. 
That is per adult funeral. I wanted to mention this 
to set the record straight and I wondered if you 
could verify your information. 

I would like to now make a further 
statement for the record. 

MR, CONDER: I am sorry, are you 
finished Mr. Fullerton? 

MR, FULLERTON: I would like to file 
this with the Committee Mr. Chairman. 

THE CHAIRMAN: What is it now? Mr. 
Fullerton wishes to file a report of the Dominion 
Bureau of Statistics with respect to funeral 
directors, 1956, and for identification purposes, 
bears number at the lower left-hand corner 6515-508- 
126 to which is attached a yellow sheet of figures. 
Mis is a matter of principle I take it? 

MR, FULLERTON: Yes. 

MR. CONDER: Mr. Fullerton, if I 


may please I would like to say that there was 
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TORONTO, ONTARIO 
absolutely no -- I will accept your figures precisely 
as they stand now sir. There was no intention 
whatever on my part, and I say that because I put 
this material in myself, there was no intention 
whatever to accuse the Funeral Services in the 
Toronto area of being exhorbitant in any sense 
whatever. 

I would presume that possibly they, 
as in any other field of endeavor, have not gone 
out of line with a standard cost of living, It was 
put in merely to point out this view, that at one 
time, in talking of figures, it cost this much 
for a person who had pneumonia to get better. It 
cost that much. 

I was merely using it as a ratio of 
showing that the cost of having pneumonia has dropped 
to about $15 as a result of the new products now 
out, but I can certainly assure you sir there was 
no intention whatever on my part, or our part to 
accuse the Canadian Funeral Services in any manner 


whatever. 


Page 1321 follows... 
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MR. FULLERTON: It was just that your 
figure was so much out of line I can't let it go 
on the record. 

THE CHAIRMAN: It is a.dong way to Thessalon. 

MR. WREN; The high cost of real estate in 
Toronto, they were probably talking about the plot. 

THE CHAIRMAN: Mr. Rice, will you proceed. 

MR. RICE: I have one or two more questions 
with regard to the Association. You at one time 
in your brief mentioned two types of members, the 
full member and an associate member. Your figure of 
54, does wnt inelude both types of membership? 

MR. CONDER: No, it does not, we have -- 
the full members are 43 companies; associated 
members, there are 11 companies. 

MR. RICE: And this breakdown in percentage 
that you have told us of the foreign financeq members, 
can you break this down among the 43 and the 11? 

MR. CONDER: In the 11, I have no percentage, 
bit they are so small that it probably would not 
necessarily apply. We have -- of the 11 associate 
members, 7 are U.S. financed; one is Canadian 
financed; one is U.K. financed and two are European 
financed. 

Within those 11 members, I might add, there 
are six companies which, as I pointed out, would 
not be eligible, or they eeenaerani into the category 
of being more of suppliers to the industry. 


Out of the remaining five, the remaining five 
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are distributors only from Canada. We do this, not 
on the premise that as a Canadian, but as a manufac- 
turers! association here, that we should -primarily 
represent Canadian manufacturers and our 43 full 
voting members manufacture and distribute in this 
country. 

MR. RICE: Of your 43 members, can you give 
us a breakdown of the number that are foreign financed? 

MR. CONDER: Yes, I can, Mr. Rice. I might 
add that those percentage figures I gave you originally 
were for that very reason. Of our full members, 

43 companies, 30 per cent are Canadian financed, 
49 per cent are U.S. financed, 9 per cent are U.K. 
financed, and 12 per cent are European financed. 

MR, RICE: And when you say they are these 
other countries financed, does that mean the other 
country has control of the company? 

MR. CONDER: It would. <A company located 
in another country would have probably 51 per cent 
of the shares anyway of their company. 

MR. RICE: In fact, it would be a subsidiary 
of a foreign company? 

MR. CONDER: Yes. 

MR, RICE: When you have that situation 
and yau ask the subsidiary company for material and 
surveys, were your material necessarily gathered by 
these foreign companies -- there are various ways 
of foreign financing from a subsidiary of a parent 


company. and, consequently, it would not give a true 
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picture just asking the subsidiary company for informa- 
tion without relating it to the parent company's 
information? 

MR, GCONDER: No. We ask the subsidiary 
company for the information diredtly because that 
is a Canadian corporation operating or a Canadian 
company operating in Canada and the information 
that we get is the information of that company and 
not of the parent corporation. 

MR. WHITE: How many of these companies 
would be owned and controlled in Canada? How many 
of the 43 are controlled in Canada? 

MR, CONDER: 30 per cent, or 13 Canadian 
financed companies out of the 43 are fully owned 
Canadian companies. 

| MR. WHITE: 30 per cent Canadian financed 
does not necessarily mean the same as 30 per cent 
of these companies are Canadian controlled? 

MR. CONDER: I would say that -- I would 
change that from Canadian financed to wholly-owned 
Canadian companies. 

MR, WHITE; 13 of the 43, that. is? 

MR.CONDER: That is right. 

MR, RICE: Of your members, what percentage 
of the sales market do your members represent; that 
is, the Canadian sales market in this figure? 

MR. CONDER: That would range anywhere from 


80 to 90 per cent. 


MR, RICE; What per cent ofsthe patents issued 
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in Canada would be issued to members of your Association; 
that is, patents pertaining to drugs manufactured? 

MR, CONDER: I imagine it would be in direct 
relationship to the cightyto ninety per cent of 
pharmaceuticals produced by these companies. As 
to the patent situation, I don't know that. 

MR. RICE: Are there any other associations 
of manufacturers, that is, associations of manufacturers 
dealing with drugs and pharmaceutical preparations? 

MR. CONDER: Not in ethical pharmaceutical 
preparations, although there is the Broprietary 
Association of Canada, which represents manufacturers 
and distributors of proprietary or patent medicine 
preparations. 

MR. RICE: Are there any recommendations 
that you or Dr. Dixon can give to the Committee as 
to how the price of drugs could be lowered in 
Ontario? 

MR. CONDER: In the first place, Mr. Rice, 

I frankly do not believe that the price of drugs 
is too high in relation to the general cost of 
living and the overall operation as it is handled 
in this particular industry. 

We believe that the prices are completely 
in line with the cost of living and if there are 
areas of problem, then, those areas of problem 
apply to probably a minority of the population which, 
by virtue of being indigent in some manner, or 


another, or needing long term medication, find it 
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difficult to pay for these preparations. There are 
many things done’in this case. If you wish me to 
enlarge on this point, however, I will be glad to. 
MR. RICE: Perhaps you might. 
MR.CONDER: Regarding health services 

in Ontario, Old Age Pensioners, within the mas test 
are supplied with drugs and medicines by the 
attneding physician. Municipal relief departments 
of muncipalities pay for medicines and prescriptions 
and the arrangements vary in different localities. 
Epileptics who are indigent are supplied with 
sedatives and anti-convulsants by the Ontario 
hopsitals. The Workman's Compensation Board pay 
for drugs and medicines supplied to those receiving 
compensation. It is a known fact that some retail 
pharmacists actually reduce the price at their 
own expense of medication for elderly patients 
where the illnes requires long term medication. 
The medical profession uses samples supplied from 
pharmaceutical companies for this purpose as well 
and many doctors specifically ask the companies 
for samples for this reason. To the best of my 
knowledge, no request from a doctor to a company for 
medication to help some destitute patient has ever 
been turned down. 

THE CHAIRMAN: What would the companies 
do about it? 

MR, CONDER: They give them the samples 


if the doctor has asked for them. 
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THE CHAIRMAN: What record have you got 
of that contribution, Mr. Conder? 
MR, CONDER: We have no direct record 
of that contribution, we do know that it does 
exist. There are many of the companies can testify 


to that specifie case. 


THE CHATRMAN: You can't define it further 


than that? 

MR, CONDER: No. Probably if--- 

THE CHAILRMAN: I am interested in 
your statement. 

MR. CONDER: No. The closest I can 
Gefine it would be that I have seen letters and 
examples of companies contributing samples to 
doctors for this purpose. I have seen letters fron 
doctors and from patients through companies stating 
that they have peel ee drugs for this specific 
purpose. 

THE CHAIRMAN: Do you know what the 
relationship that the amounts that they actually 
give compared to the total production of the 
companies involved? 

MR. CONDER: I do not know that. 

I would imagine it would kk ae 

MR, TROTTER: Along that same line, 
you mentioned that the drugs were supplied to 
the aged within the means test. Those are just 
the drugs that are purchased by the Ontario 


Department of Welfare from the companies? 
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MR. CONDER: Yes. No, I am not saying 
that those were supplied by our companies... 

THE CHAIRMAN: I am sorry, you 
go on and finish your answer, You are reading a 
statement, I believe. 

MR. CONDER: There.is no doubt whatever 
that the majority of Canadians can afford the cost 
of drugs which today are well within the average 
person's pocketbook. This, of course, does not 
answer the problem of that small percentage who 
have some form of economic difficulty in this 
respect. 

While much is being done To 
help these people through assistance by pharmacists 
and doctors and samples of the drug companies, 
our Association is conscious that this is an 
area of concern and we are presently looking into 
this problem and will be considering possibilities 
at our forthcoming annual meeting. Whether we come 
up with an answer is presently debatable, but we 
are looking into it. 

Regarding aid for the aged in 
particular I understand from an article which 
appeared in the Globe and Mail last Friday that 
the Federal Minister of Health has stated that 
the Government is now examining the whole area 


of social security from the viewpoint of our 
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aged and the economic climate in which they live. 

THE CHAIRMAN: You haven't answered 
the question, or is there an answer? You have 
stated the source of drugs for indigents and 
people unable to pay. But, that was not the 
question, The question was: From your experience 
as general manager of the Association do you now 
of aa way in which the cost of drugs as it exists 
today could be reduced? 

MR. CONDER: I do not know of any 
method whatsoever that the cost of drugs could be 
reduced today. 

THR CHAIRMAN: Do you think that any 
further consideration of that would be abortive ? 

MR, CONDER: I think consideration 
should always be given to these things, Mr. 
Chairman, but frankly, I do not believe that there 
are areas in the manufacture of drugs or supplying 
of drugs in Canada today which is out of line with 
the current standard of living and the factors 
involved in producing our drugs for the reason that 
our companies are competitive.. In addition to bring- 
ing out products, our companies are very cometitive 
with one another on price matters and other factors. 
If a company can realize suppliers through some form 
of modification in its production facilities and 
through its quality-controlled facilities, it would 
do so with the hope that they would be able to 


take the edge away from the competition on the 
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Specific products in which they are interested. 

THE CHAIRMAN: Have there been any 
drug manufacturing companies in eueheis go out 
of business in the last 12 months? 

MR. CONDER: Not to my knowledge, 
not in Ontario. 

THE CHAIRMAN: In any other part of 
Canada? 

MR. CONDER: Yes, in Quebec, 

THE CHAIRMAN: Do you know the name 
of the company? 

MR. CONDER: Merck & Company has curt- 
ailed its operations. 

THE CHAIRMAN: No, I said go out of 
business, 

MR. CONDER: Not completely. 

THE CHAIRMAN: Do you know of any 
drug manufacturing firms who have gone out of 
business in Canada in the last two years or three 
or four years back? 

MR. CONDER: No, I don't, other than 
companies which may have been assimilated by other 
firms. 

MR. BRYDEN: I would like to read 
one sentence from this article of Silberman in 
Fortune Magazine: "...executives like John T. 
Connor, president of Merck and Company, now admit 


quite freely that reform of promotional practices 
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is overdue." I don't know if Mr. Connor said that 

or not, but Silberman says he said it. Would there 

be a possibility of some savings being effected 


along that line, in your opinion? 
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MR.CONDER: I don't believe that there 
would be, Mr. Bryden. Again this is up to the 
individual compary to determine its own practise 
in this case, but as I pointed out the amounts that 
are involved in the advertising picture, as I see 
it, if you were to stop direct mail, or if you were 
to stop sampling or some specific part of the operation 
or the advertising or the informational operation, 
it would not affect the end price of the drugs to 
any great extent. At the same time this very area, 
as I mentioned in the brief is one in which it. gives 
the company an opportunity to bring their products 
to the attention of the doctor, and it gives the 
doctor an opportunity to find out the factors involved 
in the various drug products. 

MR. BRYDEN: You estimated that the entire 
industry possibly employes 2,000 detail men in 
Canada. Would that be for all companies in the 
service of Association? 

MR. CONDER: That would be all companies. 

MR. BRYDEN;: I take it in the main these 
are fairly well trained men, these detail men, 
who would command fairly good salaries. Could you 
give us an estimate of what the average amount 
would be that they would receive in salary and expenses 
during the course of the year? 

MR, CONDER: I do not know that, but I can 
get it for you if you so desire. 


MR. BRYDEN: What I had in mind was for example 
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1 | 

if it was $10,000 a year salary and expenses, which 
2 

does not seem to be a very high figure, for 2,000 





it would be $2030005000. 

MR. WHITE: Did you say $20,000?))0% 

MR. BRYDEN: $20,000,000, unless my arithmetic 
is wrong. ‘1 I was surprised, so I checked this. This 
would only allow for a salary of six or seven thousand 
dollars. I am sure their expenses would be high. 

MR. CONDER: I do not believe it is iy the 
amount involved, as much as it would be in the ' 
advantages which would derived from this system of 
winging medication to the attention of the doctor. 

I think it is borne out by surveys -- it 
was mentioned in this brief where we referred to one 
specific survey, but many of them have been carried 
out bearing out this particular point of their 
preference for detail men. In almost every firm 
the majority of doctors prefer detail men to go 
over the information on the drugs. 

Teuateads to reason if a detail man calls 
on a doctor, the doctor has that detail man in his 
office, He can question the detail man about a 
specific product in which he might be interested and 
get more information from that detail man in a 
matter of five minutes than he probably could through 
reading reams of advertising material or reading 
through various brochures which the companies supply 
as background information for their drugs. 


MR. BRYDEN: The detail man is still an 
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interested party. I am not trying to cast any reflect+o} 
ions on them, but all of us are interested parties 

in some areas or other. It is sort of a rule of 

our society or convention in our society that an 
interested party is not the best person to get infor- 
mation from, 

As a matter of fact your statements, in, your 
brief and elsewhere that the major source of information 
for doctors is the material provided by detail 
menoiand so on =-- 

THE CHAIRMAN: I don't want to interrupt 
you, but I must take issue with that statement. You 
must not speak for me when you say that to get 
the best information you must not go to an interested 
party to get it. I would have to disassociate myself 
from that, Mr. Bryden. 

MR. BRYDEN: Let me put it this way: 
this is a field affecting health, and I think it is 
very important that the information should be 
impartial in this more than in most fields. An inter- 
ested party, no matter how honest he is, has 
a natural disposition to present his information 
in a way that brings out the best points for his 
product and plays down the poorer points of his 
product. I feel concerned that the doctors should be 
so dependent on interested sources of information, 

MR. CONDER: There is also another point, 

Mr. Bryden, that quite often the interested oe 


might be the very party who knows more abuut the : 
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product than anyone else. 

: MR. WHITE: May I speak on this point? 

; THE CHAIRMAN: Yes. 

; MR. WHITE: ising the figure 2,000 detail mean 
; and Mr. Bryden's estimate of 10,000 dollars per 

: year for wages -- which is on the low side -- it 

; works out to 20,000,000 otiess:, “rate about 

; 13 per cent of the total sales volume. 

: As I say it may be on the low side because 
= the costs would probably be more than 10,000 dollars 
a per detail man. If you add that to 6 and a half 

= per cent which was spent on direct mail and other 

a forms of advertising, you end up with a figure of 

ig 20 per cent on the dollar, perhaps even more which 
3 does seem excessive, particularly when you consider 
1 the remark made by Dr. Ferguson of the Connaught 

17 


Laboratories who told the Committee that they spent 
virtually nothing on these two items. 

Now your Association, it would seem, is 
spending 20 to 25 per cent of the sales dollar 
on promotion alone. It really does seem very high 
to me.. 

MR. HUME; Might I just interject here? 
I realize it is speculation because we are estimating 
salary of the detail man, but we will try and find 
that out. When you talk about 20,000,000 dollars 
being on the low side, I looked at Page 30 of the 
prief which shows total wages and salaries including 


management salaries, directors fees payments to 






























og if? a6 cesge Coat pate 
| est MAAN) > 
‘hacen is tal: ain 
| et Poo C06, 04 lo o/s ettee e'nebyist .th tas 


| rE, + _ ~it £, @f doldw <= Gonew ToT 667 


i 
7" 
an LLf6h 690,000, 08 os gue soko. | : 
j 2 : - 
ee Lwtod efF WO dee Teg EL = 
| (2. 7 
0 s4 yo 32 yan TD BA | 


La ig Site arveoo SA oe 
_ , 1 
/ be vey Th ° Ae tinged. isq | 
Pots. 
‘Nios aan dpidw tite weg 


oy . BO asIGSVES JO anctey 
ws ,wHllod add 46 Saes <o¢ of 
r ; tog ,evieseors aiest 2ead 
j wr ted a ra annie nisnel ene | a 
fixe wi? boo? ofw se trogyavedar_ - : 


4 ® 


QC. soy 20 Saivzorn Vilage , 
seu Ase it .teolgatebsaad say wot 
| Ge as it to neon any 4909 OS aeibanes 
ip ¥ Liaey ut / 08 golsotiorg Fa bs J 
| . ae oF 
| gah 24 1) 2eu_ 2 galth OR) va 
| siltan ole oy vaweded nohieiiiopgeat Se sattaot Ths 
naw wit to LPS ee ted) ei Cees, ‘one ‘to. eae st ti 


| 

| staiich “0,500.05 junds alse wey —* ‘, i - 
BYALA ¥ ' hae ; ' 

whith ae 


ni a fsck 







\ 02 20 UL. epot ce badnok a —_ 


. anew esitalse ale! wegsw se 
- — a) Thee ae) 
















4: 
4 J 





a 





ANGUS, STONEHOUSE & CO. LTD. Conder Iss 
TORONTO, ONTARIO 





employees for holidays and in connection with profit 
Sharing or productinn incentive plans, unless such 
payments are distributed only on retirement of 
employee or some similar basis at $29,861,499 or 
approximately $30,000,000 which seems like the 
$20,000,000 figure you have mentioned seems to 

be more on the high side. 

Maybe your figure of $20,000,000 and ;syour 
subsequent percentage is out of line. 

MR. WHITE: If there is an inaccuracy here, 
it is likely about the 2,000 figure that we were 
given by the witness. 

Under "wages and salaries" there is only 
one item, “employee benefits"is another, and “expenses” 
is another. I am not suggesting that the $20,000,000 
would come out of the $30,000,000. Perhaps half 
that amount, $10,000,000 might be in the form of 
Salaries and wages and such. 

MR. HUME: We will try and get that information, 
but I thought I should draw to your attention that 
it seem to me out of line. 

MR. CONDER: In the brief itself, Mr. White, 
it is the overall information concerning the process 
that is involved in getting information: ooncerning 
goods to the doctor. As it stands, ap few companies 
believe in this and some companies do not. AS a 
matter of fact some companies believe that possibly 
it ig better to bring this information to the attention 


of the doctor throtgh direct mail rather than having 
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too many salesmen. 

We had example this year about the Canadian 
Medical Association complaining of the direct mail 
from certain companies, and it would definitely 
appear that the majority of doctors would prefer to 
see a. detail man than to have the direct mail. 

It all depends on the company. 

MR. WHITE: I know doctors in London that 
complained the frequency of detail men calling on 
‘them. 

MR. BRYDEN: I have heard about the same 
thing about them objecting to detail men, 

MR.CONDER: Some doctors do. It is human 
nature, On the other hand we get complaints of 
doctors complaining to the companies, "where is the 
detail man? I have not seen him for so long. 

MR. WHITE: Do you think you could establish 
more precisely what it is costing your Association 
members for promotions? We calculated it roughly 
between 20 and 25 per cent. It would be interesting 
to me and presumably to the other members of the 
Committee to find that out: more exactly. 

THE CHAIRMAN: I gather this witness does 
not know any of these details, Mr. White. 

MR.WHITE: No he does not, but I am asking 
if he could get bhat information for us. 

THE CHAIRMAN: Wouldn't it be better directed 
to Mr. Ayers? Do any of your members own or control 


any retail outlets, Mr. Conder? 
































ina oad tue ie ‘tere eng atguite hart ol 





4a) SoS lh si FH accaeaaes nettesooaga ‘intial 
is By ‘toh bluow FL Find ,weitegeon ales2es acer 
oer hivow Bteerads “Bp \y rat mam ot ted? ns6qqs 
Saath Si wept 69 non? tes Obeyeah “6 $08 
Te mo oft ao eOnsqeb Cis gf 

| nobel at ateteos ware 2 qi ae 
Lot ba ea exper’ end Osuls(qmoo 
-m5079 

0 paid aie J ALITAA Aw 
“teseldo Mads Fuate anlad 

fy ch. amok ios MOD . FM 


1 *Pen LALA 4 we Peery ams wi - erreny } 


Sone 


ion att oF gatnteiquos ateso0b 7 


fase ten swan J onary [faded 


dasac plveo nog thie voy 6 OW a ae 
1 Bi 
Len. 9o0sh Wise : “4 ol Jt Sete yYisatosrg ocom 
| per 
fi ')} beesiveie ov Temeltemare tot arsdmam) 1 


‘usrtetnhi ef bidvin I las. “eq “2 bas OS nmeewied ' 
547 25 of vy io THSHAI5 afi? 4 Vidsauréety 5x28 ot og 


“Ulterde teem aes todd batt od pod 2.timmop 


seis esendiw ela’ saddes J CMAtLRLARD SRT 


alta’ .<W .«f fayveh enend to Tas ies jen 
| | _ eo \, 
guides Gp 1 swe , do a@ob ad olf I . p ee 
: tr we nity 
va 


- 

’ , >) ‘eg 

fy mar 7 j 
D y ; : . a 7 


eee 9 nordiemao ut tanta tag B 






ie. 


vactierslhy stedtse so 38, 2 etait ba 


Tonge 6 Awe ri ge: bie 26% me 06 












MRSUN SroneneUed aoe: 870. Conder 1335 
TORONTO, ONTARIO 
MR.CONDER: I do not beiteve that any of 
our members own or control retail outlets as such. 
THE CHAIRMAN: Do they engage in direct 
selling to the consumer? 
MR. CONDER: To the best of my knowledge, 
no, other than what might appear in over the counter 
pharmaceuticals, 
THE CHAIRMAN: But that is still through 
an intermediary pharmacist? 
MR, CONDER; That is correct, 
| THE CHAIRMAN; On Page 22 in the last paragraph, 
fourth line from the bottom you say: 
"New drugs placed on the market may at 
first carry a higher price in order to contribute 
to the heavy costs involved in producing and 
introducing drugs. As time progresses, prices 
drop." 
Could you give me three examples of that? 
| MR, CONDER: I have given 90 examples that 
are attached to this of products which have declined 
Ln pree. 
THE CHAIRMAN: At what point? 
MR, CONDER: Over the period. 
MR. BRYDEN: Are those 90 separate products? 
I have checked that with the supporting documents 
which you gave, and I find in very many cases they 
were really based on different forms of the same brand 
of the same drug. Items 50 to 56 inclusive are 


one brand of one drug, but they are different sized 
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tablets, and that sort of thing. It would seem 

to me that essentially it is just one product. 

That is not the only case I have. I found 12 cases 
that you could check where that happened. 

MR, CONDER; Yes, that is drugs that are put 
out in different dosage forms and different applications 
Torudifferent uses, and these products were supplied 
to us by companies. I did not use them all. I 
Just put down two pages of them for that purpose. 

MR. WHITE: At that very point, would the 
Association be prepared to file a full list of all 
the replies obtained and all the comments made from 
the hundreds of examples submitted. 90 products 
were selected, and it might not be a bad idea tbo 
have the full list placed in the hands of our 
secretary, if that is agreeable to the Association. 

THE CHAIRMAN; Would you look into that, 

Mr. Gadsby and Mr. Ayers? 

Coming back to the question on Page 22, 
you referred me to Appendix B. The sentence whitch 
engages my attention is on the third line of the 
last paragraph, "as ieee progresses, prices drop." 

In Appendix B, I do not see anything about 
the dates whenvthe prices dropped or about the time 
element. Using your language, Mr. Conder, what makes 
prices drop? 

MR. CONDER: A variety of different factors 
may come into it. A product might be on the market 


for any period of time without underwriting its 
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initial cost of producing and introducing that product, 
which is invariably high at the beginning and as a 
result it may bring the price down. 

Again someone may come out with a product 
that might conceivably be a little different, and 
this brings in another competitive factor which they 
must meet. | , 

THE CHAIRMAN: Even without having recovered 
their initial cost? 

MR. CONDER: Yes, because if yau keep your 
price of youry)prdduct too high, if you have not 
revovered your initial cost, that is not going to 
sell your product. 

THE CHAIRMAN: You get into the very question 
of what determines prices, is it the cost of production 
or is it volume of sales or is it demand and competi- 
tion? 

MR.CONDER: Yes. 

THE CHAIRMAN; Do you know the answer to 
that? 

MR. CONDER: I would imagine, sir, it would 
be a combination of aoa 

MR. BRYDEN: Except that the demand factor 
does not work too strongly in this, does it? The 
person who buys the product does not order it and 
the person who orders it may not know the price. 

MR. CONDER: I believe it has been shown 
in many cases, and this is something which can be 


borne out by individual companies by specific examples, 
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that you cannot keep a product with an inflated 
price on the market too long. 
| MR. BRYDEN: Not too inflated. The patient 
would probably go back and kick to the doctor. 
MR.TROTTER: I would like to ask what type 
of drugs bring the biggest profit to a drug firn, 
the antibiotics, the tranquillizers, the cortisone? 
what is the cae Prot teuias 
MR. CONDER: It actually depends on the 
company's operation itself. All companies do not 
manufacture or engage in all types of drugs such 
as you suggest. You may have one company, for example, 
which produces only one or two ataractic drugs. 
It is conceivable to that company that the ataractic 
drug might be a better producer from the company 
viewpoint. Again, you might have another company 
which has another ataractic drug, a form of antibiotic, 
and it might conceivably be that this company 
would think the antibiotic was the greater producer 


for them. 


Page 1342 follows 
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1 

2 MR. CONDER: But companies don't generally 
3 work out all their operations on specific lines. 

4 They take it from the overall operation as it stands. 


3 If you have about 20 or 25 products that are very, 


6 very, low-volume products that are carrying the major 





load of the company, and you bring in a new product 
which you feel will be a large volume product, then 
you automatically have to work out your price based 
on the overall company operation. 

Man, TROTTER: And the companies you 
represent, I believe you said the companies represent 
a share of about 80 to 90 per cent of the drug market 


in Canada? 


MR. CONDER: Yes, 
MR, TROTTER: Would there be any particular 


three companies or five companies that would have by 
far the greater volume? 

MR, CONDER: Not on specific products 
as such. It depends on the companies. Even the 
companies who may be considered big companies are quite 
often diversified in the-type of products which they 
turn out. 

MR, TROTTER: The drug market as a whole, 
no taatter what kind of drug they < out, wouldn't 
there be a certain five companies that would pretty 
well control the entire drug market? 

MR. CONDER: No. I believe that was 
pointed out in Doctor Dixon's report that there is no 


mere handful of companies which control the market in 
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Canada as such, It is diversified in that respect. 

MR. TROTTER: Would there be any idea, 
of, say, what percentage of the drug market Parke 
Davis would have? 

MR. CONDER: We haven't gone into the 
marketing aspects of it. That is a question you would 
have to ask Parke Davis. 

MR. TROTTER: Would there be any figure 
the DBS might have on what percentage of the market 
a certain firm has? 

DR. DIXON: If I may make a comment. 

DBS will not give individual firm sales figures. THe 
extent to which they go is indicated at page 7 of the 
report where they do group them according to salés 
volume, and give the sales volume for the number of 
firms, give some measure of the concentration in the 
market. 

In 1958, for instance, there were eight 
firms who happened to have over five million dollars 
sales, each had 63.7 million dollars worth of sales 
and there was another grouping of 29 with 66.5 million. 
That is as far as they go. 

THE CHAIRMAN: Would this be a convenient 
time, Mr. Trotter, to adjourn until tomorrow morning 
at 10.157 

MR. HUME: ls there any question that 
any member of the Committee has specifically to ask 
Doctor Dixon? He has to leave tonight. We will all 


be back, but if there is some unanswered thing, he 
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would take a minute and clean it up. Unfortumtely, 
he has to leave Toronto. If not, we will be here 
in the morning. 

THE CHAIRMAN: I presume he would be 
available by mail? 

DR. DIXON: Oh, yes. 

THE CHAIRMAN: I would presume you 
gentlemen have taken many months to prepare this very 
able document, and I would think we would have some 
questions after we have had a week or so to digest it. 

MR. WHITE: I have one right now. 

MR. BRYDEN: I have some but I think they 
are too complicated right now. 

MR. WHITE: I may write you a letter. 


THE CHAIRMAN: LO.15, gentlemen. 


~-- Hearing adjourned. 
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